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Letters from 







a conscientious 
trustee... 


His first letter just outlined the prob- 
lem. He was in charge of a small fund 
and “without sacrificing absolute safety 
of principal” wished to realize “maxi- 
mum income” for its elderly beneficiary 
—asked if we’d consider his situation. 

Naturally, we said we’d be glad to 
help, but asked for full details—and 
carefully explained that while “absolute 
safety” was an elusive quality that 
couldn’t exist in any investment, we 
would try to evaluate the degree of risk 
in our recommendations, 


His next letter had all the informa- 
tion we needed . . . enough details for 
our Research Division to carefully ana- 
lyze the estate— send a second reply. 
This one neatly tabulated his various 
holdings in cash, real estate and bonds 

. showed they had a current value of 
about $50,000—but were yielding a total 
return of only 1.77%! Research then 
suggested buying seven preferred stocks 
that were expected to yield well over 
4% ... would add much needed bal- 


ance to the portfolio. 





The trustee liked our “detailed com- 
ments and recommendations’, but was 
still conscientious enough to write of res- 
ervations on timing, price fluctuation, 
Treasury interest rates. 

We answered these and his reply came 
quickly ... said “I am much pleased 
with your comments, which answer all 
my queries”—included an order to buy 
a number of shares of all the securities 
we suggested. 


Of course, all our correspondence 
doesn’t end that way—we don’t expect 
it to. But it’s still our business to help 
any investor — customer or not — reach 
sound decisions. So our Research Divi- 
sion service is yours for the asking. 

If you'd like to see a sample—the sug- 
gestions we made in our second letter 
to the trustee—we’ll send it to you. But 
better still, why not ask for a seasoned 
appraisal of your own portfolio—sensi- 
ble suggestions on how to invest any spe- 
cific sum? Just write— 


Department SF-34 


MERRILL LYNCH, 
PIERCE, FENNER & BEANE 


70 Pine Street, New York 5, N. Y. 
Offices in 96 Cities 
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ig Things to Come 














in Telephone 
Service 


FASTER, BETTER SERVICE MANY LONG DISTANCE 
OPERATORS NOW DIAL CALLS STRAIGHT THROUGH 
TO DISTANT TELEPHONES. NEW AUTOMATIC 
EQUIPMENT MADE BY WESTERN ELECTRIC SPEEDS 
THESE CALLS TO SOME 300 CITIES. 

IN ADDITION, TELEPHONE CUSTOMERS IN CERTAIN 
METROPOLITAN AREAS ALREADY DIAL CALLS TO 
NEARBY PLACES IN THE SAME WAY THEY DIAL 
LOCAL CALLS. 


MU, ; 


XK 




















TRAVELING TELEPHONES THOUSANDS OF CALLS 
ARE NOW MADE DAILY FROM AUTOMOBILES, 

TRUCKS, SHIPS AND TRAINS. ITS A BIG FIELD 
FOR THE FUTURE. 


AMAZING NEW ELECTRONIC 
AMPLIFIER- THE TRANSISTOR 
DEVELOPED BY BELL LABORATORIES. 
NOT MUCH BIGGER THAN TIP OF 
SHOELACE. ITS SIMPLE AND MUCH 

SMALLER THAN VACUUM TUBES 
THAT ARE USED BY THE THOUSANDS 
TO AMPLIFY YOUR 

TELEPHONE VOICE. 


TELEVISION AND LONG DISTANCE TELEPHONE NETWORKS 
NEW RADIO RELAYS ARE DESIGNED TO BEAM TELEPHONE 
CALLS OR TELEVISION PROGRAMS FROM TOWER TO 
TOWER ACROSS THE COUNTRYSIDE. DISTANCE BETWEEN 
RELAY TOWERS AVERAGES 25 MILES. 















TELEPHONE POLICY THE BEST POSSIBLE SERVICE AT 
THE LOWEST COST CONSISTENT WITH FINANCIAL SAFETY: 
AND FAIR TREATMENT OF EMPLOYEES. 


BELL TELEPHONE SYSTEM 
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- ~- Industry 
Business 


The Trend of Events 


BACK TO CHEAPER MONEY... Lowering of interest 
rates to combat recession and unemployment has once 
again become a major economic policy of Govern- 
ment. This is the general conclusion drawn from the 
announced change in the Federal Reserve System’s 
bond market policy. The open market committee will 
no longer sell bonds in volume sufficient to restrain 
an advancing tendency in their prices but will allow 
them to rise, for the time being at least, as much as 
demand-supply conditions push prices up. Officially 
the purpose of this change is to increase the supply 
of funds available in the market to meet the needs of 
commerce, business and agriculture. 

Unofficial comment assigns another motive as well, 
that of preparing the capital markets for the Treas- 
ury’s forthcoming borrowing needs on terms accept- 
able to the Government. It would be wholly logical, 
since the Treasury henceforth will be “‘in the red”’ and 
has, moreover, sizeable maturities to meet in autumn. 
In the circumstances, a higher market for Govern- 
ment bonds would certainly be convenient. 

As far as business is concerned, the move won’t stop 
the recession in a hurry. We have had easy money 


conditions with relatively low rates all along, thus it 


structure which have arisen from non-monetary 
causes. Actually, bank borrowing has been rapidly 
declining since the start of the year—by some $2.5 
billion, in fact—the result of falling commodity prices 
and anxiety of business to reduce inventories, and it 
is difficult to anticipate an early end of these factors. 

The new policy is nevertheless important. The easy 
money policy was suspended during the war period 
when the prime object was stability of the interest 
rate to facilitate war financing. In the past three 
years, a mild firming of interest rates was promoted 
as an anti-inflationary measure. Now we are back 
again in the old easy money groove. Henceforth the 
extent to which the bond market will rise and interest 
rates decline will depend on business conditions and 
Treasury financing terms. Any further falling off in 
business activity and commodity prices is apt to con- 
tract further borrowing by corporations, and so in- 
crease the demand for Government securities by 
banks and other financial institutions. 

Similarly, it appears a tenable theory that the Fed- 
eral Reserve Board’s open market policy will be de- 
signed to keep the Treasury’s borrowing costs low as 
borrowing needs increase. 





can hardly be supposed that 


Conceivably, any resultant 


still lower rates will correct or 
cure the deflationary trend. It 
may encourage greater use of 
the existing money supply and 
put the banks in a position 
where they will have still less 
reason to restrict credit. But 
monetary policy cannot make 
lenders lend, or borrowers bor- 
row ; nor can it correct malad- 
justments within the economic 





We recommend to the attention of our 
readers the analytical discussion of busi- 
ness trends contained in our column 
“What's Ahead for Business?” This 
regular feature represents a valuable 
supplement to Mr. A. T. Miller’s stock 
market analysis of importance to in- 
vestors as well as to business men. To 
keep informed of the forces that may 
shape tomorrow’s market, don’t miss it! 








widening of the spread be- 
tween bond yields and common 
stock yields could construc- 
tively affect the stock market 
as investment funds are 
switched from bonds into high- 
grade stocks; the respective 
yields for a long time have 
been far out of line and will be 
even more so in the future. 

In the meantime the FRB 
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action not only boomed Government securities but 
moved a lot of high-grade corporate bonds which in- 
vestment bankers have been trying to sell for some 
time, in anticipation of a further narrowing of bond 
yields. 


LABOR.MONOPOLY .., When John L. Lewis’ 400,000 
bituminous coal miners returned from their annual 
ten-day holiday, the big chief graciously permitted 
them to go back to work, contract or no contract, but 
their work week will be restricted to three days. 

Mr. Lewis of course has not suddenly “gone soft.” 
From his viewpoint, the return to work on a part-time 
basis has obvious advantages. Coal stocks are still 
large and demand is currently running light. In hold- 
ing production down, he will be reducing the stock- 
pile and strengthen his position in the present con- 
tract negotiations. But more important perhaps, he 
is moving toward an objective long close to his heart 
—the “stabilization” of employment in the coal min- 
ing industry. 

In the past, Mr. Lewis has sought to achieve this 
through an agreement with the coal operators but the 
latter have wisely rejected the proposal. Monopoly is 
bad enough when it is confined to an industry or a 
labor union. But when the two join forces against the 
public, it leads sooner or later, as in the case of Brit- 
ain, to the one thing that can conceivably be regarded 
as worse, namely nationalization of industry. 

Mr. Lewis by his latest act has made the issue of 
labor monopoly clearer to the public than by anything 
else he may have done in the past. Perhaps it will fall 
flat though if carried to its logical conclusion, it may 
well cause shortages and higher prices for coal next 
winter resulting in public insistence that something 
be done at last to end the intolerable situation which 
permits one-man control of an entire industry. 

The move at any rate is a clear demonstration of the 
double standard whereby labor unions can legally and 
with impunity conspire against the public. Were man- 
agement to do the same, it would be quickly crucified. 
It also reveals of course the basic evil of monopolistic 
action regardless of who is the guilty party. 

Less dynamic economies than ours have frequently 
sought deliverance from their problems by such ar- 
rangements, only to find that they have achieved “‘sta- 
bilization,” if at all, at the expense of the consumers 
and economic progress in general. 


FOURTH ROUND TEST... On various fronts, labor’s 
campaign for fourth round wage increases and social 
benefits has been pressed during the past weeks. In 
the case of electrical workers, the automobile workers 
and the coal miners, there have been sharp rebuffs. 
But it is in steel where labor has come up most 
squarely against the compelling realities of economic 
trends. More than any other industry, steel can set a 
wage pattern for entire industry. The refusal of U.S. 
Steel Corporation to accede to the new demands is 
therefore of nationwide importance. 

In turning down the steel workers’ requests, the 
company has cited the lowered demand for steel, 
necessitating the shutting down of blast furnaces and 
the furloughing of employees. But beyond these spe- 
cific arguments, the company also warns that further 
wage increases in steel would have the effect of start- 


ing a round of increases throughout industry; that 
with business now receding in almost every industry, 
nothing could be more damaging. What this country 
needs, so the company spokesman concludes, “‘is 
broadminded statesmanship in labor negotiations on 
the part of both labor and management so as to as- 
sure so far as possible a healthy and prosperous busi- 
ness situation.” 

Thus, what actually goes on in these negotiations 
is of twofold import: A company is determining the 
terms of the contract with its own employees; but it is 
also taking an important part in formulating a wage 
policy of more general application. As far as the steel 
industry is concerned, its reluctance to grant new 
wage boosts or benefits at this time is understandable 
from a very practical viewpoint. Not only is steel 
activity and demand down, but the decline brings the 
industry face to face with a major test of its break- 
even point. With the future operating rate likely to 
average between 70% and 75%, some of the less effi- 
cient producers will have difficulty showing a profit. 
Any rise in labor costs or any cut in steel prices would 
quickly wipe out whatever slender margins may be 
left even to some of the more efficient units. 

Higher wages and benefits, at any rate, would seri- 
ously militate against any downward adjustment of 
steel prices, for which steel consuming industries 
have waited so long. Barring such downward revision 
at an early date, we fear that the general adjustment 
process will be unduly delayed, that recovery will then 
be farther off than it otherwise would be. 


RAILROAD RATES... When the Interstate Commerce 
Commission hands down its decision on the railroads’ 
application for a 13% freight rate increase, as it soon 
will, it may be the last horizontal rate boost for quite 
some time. Whatever the decision will be, it won’t 
greatly affect the general rate structure since a con- 
siderable part of the requested 13% increase has al- 
ready been authorized on a temporary basis. But the 
railroads are aware that the time for over-all rate 
changes is past, since they are not suited to the com- 
petitive economy that is now returning. 

Railroad managements realize that in view of the 
keen competition again existing between major trans- 
portation media, any further general boost will merely 
divert business to competing transport systems. Much 
of lighter weight, high value freight has already been 
lost to trucking concerns, and a good deal of oil and 
natural gas traffic has shifted to pipe lines. Thus the 
time has come to call a halt; henceforth individual 
rates must be adjusted to competitive facts rather 
than to general cost levels. 

Freight rates, to be true, are still relatively low, up 
only some 50% from prewar while commodity prices 
are about 100% higher and wage rates have also ad- 
vanced drastically. But today the freight rate struc- 
ture can no longer be geared to these considerations 
alone. If it were attempted, it would cause a further 
substantial loss of traffic to other transportation 
agencies and thereby militate against any increase in 
revenue sought. Emphasis henceforth must be on in- 
creased efficiency and modifications of service in co- 
operation with regulatory authorities and shippers, 
any future rate changes confined to a selective 

asis. 
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BY ROBERT GUISE 


THE BRITISH CRISIS 


- = to latest new reports, last week’s 
conferences dealing with Britain’s problems ended 
without positive plan for a permanent solution but we 
can take it for granted that the discussions were fea- 
tured by a good deal of plain talk on the part of Sec- 
retary of the Treasury Snyder. 

Mr. Snyder must have been fully away of the 
mounting criticism in 
this country of British 
methods, of the wide- 
spread feeling that 
American aid based up- 
on the philosophy of free 
enterprise and free 
trade has been plainly 
frustrated by British so- 
cialist policies. The crass 
fact remains that de- 
spite billions of dollars 
in gifts and loans, the 
British have been unable 
to attain a wholesome 
economy or find any 
other ways to deal with 
their troubles except 
austerity at home, and 
new barriers to world 
trade. 

Thus Mr. Snyder had 
every reason to talk 
bluntly. He will have 
told Sir Stafford Cripps 
that it will be difficult to 
help Britain except on a 
gift basis, that only the 
British can help Britain 
and that another huge 
American gift would 
merely postpone the evil 
day. Sir Stafford knows this as well as anyone else, 
just as he knows that cutting essential imports from 
America won’t get him very far. He probably doesn’t 
know where to turn next and thus is anxious for tem- 
porary reprives. 

He has steadfastly refused to devalue sterling; in- 
stead he favors more bilateral trade deals (as exem- 
plified by the recent Argentine and Russian agree- 
ments), more belt-tightening, more currency restric- 
tions, more controls in every field. But he must also 
know that such a course cannot work, that in the end 
it would leave Britain more isolated economically 
than ever. 

Naturally no amount of monetary manipulation 
can solve Britain’s basic problem. Devaluation can 
help if accomplished by energetic steps to raise Brit- 
ish productivity, but to be successful it is also essen- 
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Loring in the Evening Bulletin 


tial for Britain to come to grips with her social, politi- 
cal.and economic position as a whole. It can be of 
lasting value only when she is ready to cut Govern- 
ment expenditures, scrap part of her social do-gooding 
and cut production costs, and when she obtains from 
labor a marked rise in working efficiency. 

To-date, Britain has received some $4.75 billion in 
American aid and loans, 
yet she is insolvent. She 
is broke because social- 
ism is spending more 
than industry and labor 
can earn. The obvious 
answer to that is that 
the British welfare state 
must cut its costs to 
meet its income. Instead 
of doing that, the social- 
ist Government is reduc- 
ing imports which 
means more belt-tight- 
ening; socialism will 
carry on even if Britons 
must go without. No 
wonder the people are 
reacting coldly to this 
program ; they are being 
hit where it hurts most. 
When a Government 
facing re-election rides 
on such an issue, it 
either lacks judgment or 
must be desperate. 

It seems that before 
the next election, Brit- 
ons must make the vital 
decision whether to con- 
tinue or abandon the so- 
cialist road which their 
country cannot afford. The major economic show- 
down just around the corner by its very impact may 
facilitate this decision, for the present crisis will force 
on the Government a momentous choice of remedies. 

Sir Stafford Cripps recently has hinted to Parlia- 
ment that the whole relationship of the dollar and 
sterling worlds must be re-examined, and what he 
must have had in mind was anew U.S. move to bolster 
the British position. If this is his expectation, he will 
be in for a rude shock. We are hardly likely to hand 
over more dollars without insisting on a thorough re- 
vision of British methods and policies. 

The British problem is serious and difficult but it 
won't be solved until Britain herself is willing to face 
the basic issue and apply basic remedies. Makeshift 
measures and hopes of further American gifts on the 
theory that we cannot (Please turn to page 406) 
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Further Market Tests Ahead 


We see no reason for thinking that the recent recovery in the market is other than a tem- 
porary rally, and its chances for going much further appear dubious. The bottom of the 
business recession is not in sight. The maximum impact on corporate earnings is yet to be 
revealed. Maintain the conservative reserves heretofore recommended. 


By A. T. 


Ws here has been some further recovery in stock 
prices over the last fortnight. It can hardly be more 
than a rally from a temporarily over-sold position, 
aided to some extent by seasonal influences. As will 
be seen by a glance at the accompanying charts, it 
does not amount to much in terms of our broad weekly 
indexes; and it has not decisively altered the supply- 
demand balance (chart on this page) within the 
market. 

In terms of the widely used daily averages, the 
charted pattern for 1949 to date is still one of de- 
scending tops and bottoms. Thus, the industrial aver- 
age rallied to 181.54 in January, sold off to 171.10 in 
February, rallied to 178.45 in March, reacted to 
161.60, which was a new postwar low, as of mid-June, 
and rallied last week above 171 to the immediate vicin- 
ity of the February low. The pattern in rails is simi- 
lar, except that this average has been much more slug- 


MILLER 


gish on the rebound from the June low. It remains a 
considerable percentage under its February low. 
“Trend indications” provided by the action of these 


two averages in recent years have not been too reli- | 


able, one reason being that fewer people than for- 
merly pay any attention to technical considerations , 
and relatively more act on judgment and emotion. 

Still, the joint performance of the averages continues 

to dictate the policy, or at least to influence the hope- 
fear emotions, of a sizable minority of those who are 
concerned with market trends. The question is raised 
whether a joint rise above the February lows would 
be construed by them as sufficiently significant to in- 
duce both active short-covering and fresh buying, 
carrying the rally considerably further. 


Bulk of Rally Probably Seen 


In the first place, the rails would have to double the 
ground recovered over the last month 
to get back to the February low, and 
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the chances that they will are not good. 
The inferior action of this group is due 
to the uninspiring rail earnings-divi- 
dend outlook, and there is nothing in 


7" sight to change this outlook for the bet- 
260 ter. In the second place, from a realistic 
point of view, the February lows no 
240 longer have any meaning since they 
were broken decisively in June. The 
“test points” are necessarily the March 
220 rally highs on the upside, the June 13 
lows on the downside. What are the 
2.00 chances that the March rally highs will 
be “penetrated” or even closely ap- 
proached ? We think that they are slight 
180 in the case of rails, dubious in that of 
industrials. On the contrary, it seems 
160 more likely that the greater part of this 
rally has already been seen, that a later 
test of the June lows can be taken for 
140 granted, and that final lows for the ma- 
jority of cyclical-type stocks are still 

120 ahead. 
The great bulk of the short position 
is, quite naturally, in speculative stocks. 
oo There has already been considerable 
covering; and it has put these stocks up 
80 relatively little in the absence of other, 


e and less transient, demand. Probably 
most of the profit-taking covering by 
sophisticated bears is out of the way. 
Many of the “amateur” shorts, who 
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were most bearish near the 
June lows, have been cover- 
ing at losses. Probably there 
is a greater chance that re- 
newed short-selling, by pro- 
fessional and semi-profes- | ao0 
sional traders, will put a | 
brake on the rally than that 
any concentrated rush of 
short-covering will give it 
fresh impetus. After all, the 
fact remains that business 
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activity, despite firm spots 
here and there, is still in a 
downward trend; and that ' | 








the worst impact of the re- ‘hy 
cession on corporate earn- 

















ings and dividends is still to 
find reflection in company 
reports in news items. 

The market has been not- 
ably selective, and no doubt 
will continue so. Demand is 
likely to center mainly in 
(1) high-grade stable-in- 
come stocks which derive in- 
direct support from the 
money-market factors now 
making for a firm high- 
grade bond market and (2) 
in stocks of industries which 
have put the worst in defla- 
tionary adjustment behind. 
But buyers are not likely to 
reach much for stocks, be- 
cause what there is to “go 
for” is rather limited. 

All that the altered easy- 
money policy means to the 
bond market is that long- 
term Government bonds will 
no longer be held at a ceiling 
a shade above par by sales 
from Federal Reserve hold- 
ings. The shift in objective 
is from a “stabilized” to an 
“orderly” market, permitting an unspecified degree 
of rise. There is good reason to believe that the result- 
ant maximum adjustment in yields on high-grade 
bonds will be quite moderate. Hence, it is not a basis 
for a continuing rise in preferred stocks or in the 
minority of common stocks which have some money- 
market flavor. In fact, the latter may already have 
had most of their stimulus on this count. Broadly 
speaking, the chances that income-stocks will remain 
above their former lows—mostly seen in 1947 or 1948 
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to come, and thus overhangs the market. The shrink- 
age in steel activity seems bound to go further. The 
same is true of private building, of capital outlays by 
industry and of consumer spending for durable goods. 
Unemployment has not reached its peak. The deflation 
of commodity prices can hardly be complete. Only 
temporary remedies have been applied to the British 
exchange crisis; and the economic and psychological 
impact of foreign currency revaluations is still ahead. 

A steel strike is threatened. Of itself, this should 


—have been improved, but this cannot make them not unduly unsettle the stock market. Strikes seldom 


immune to general market fluctuation. 
Sterner Test Ahead 
In the case of relatively few cyclical industries can 
it be said with confidence that the worst has been seen. 
Probably that is so for air transport and motion pic- 
tures; but in neither case is the profit outlook any- 


do. But the continuing militancy of most CIO unions 
as regards wages and fringe demands, in the face of 
business deflation, has its disturbing implications. If 
the unions will not be “reasonable” in the present eco- 
nomic situation, when will they be? Probably never, 
so long as politicians promise the moon and refrain 


thing to enthuse over. It might be so for the cotton from pointing out that a 3% a year advance in na- 
and rayon branches of the textile industry, but you tional productivity is all we can hope for—this being 


are merely seeing some rebound from an over-deflated 
inventory position, not a cyclical expansion in volume 
and profits. It is improbable that the current better 
demand for, and price rallies in, non-ferrous metals, 
has lasting significance, 

The decline in the key automobile industry is still 
JULY 


16, 1949 


the normal increment available for higher wages or 
lower prices for consumers or increased profits of 
capital. To any extent that present union policy pre- 
vails under non-inflationary general conditions, capi- 
tal or non-unionized consumers or both must be the 
losers. (Please turn to page 406) 
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Why the need for readjustment? Its 
chief cause lies in the fact that three years 
of record production have satisfied the 








more urgent demands of consumers and 

























By E. A. KRAUSS 


mee evidence has accumulated by mid- 
year to show that we are in a business slump of 
significant proportions and that the downtrend will 
continue at least through the rest of 1949, but also 
that we are far from a depression in the proper 
sense of that word. This regardless of the fact that 
some recent comments on the economic scence have 
been frankly hysterical, and some have been guided 
by a purely partisan approach to the problem of 
postwar adjustment. The fact remains that the de- 
cline in business up to this point is very far from 
suggesting a pattern of uncontrollable slump; quite 
to the contrary, it has been extremely orderly and 
there is nothing in sight to change this procedure. 

Depression implies mass unemployment, financial 
panic, idle plants and widespread economic hard- 
ships. None of these are apparent today, nor are we 
likely to witness these symptoms of extreme busi- 
ness deterioration in the months to come. Unem- 
ployment to date is nominal, financial distress on the 
whole completely absent, our productive plant con- 
tinues to hum along at a high rate, and there are no 
signs of real economic hardships. Yet this is not to 
say that the readjustment has not been painful and 
disconcerting to many; it was bound to be. But it 
also occurred against a background of many factors 
of strength that went far towards mitigating its 
impacts. 
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Our Economy Under 


Impact of Business Recession 


business. In field af- 
ter field, supply has 
overtaken demand at 
recent high prices, 
and price cuts have 
become necessary to 
move goods. With 
price declines spread- 
ing, business has 
ceased the voluntary 
accumulation of in- 
ventories and, in- 
stead, has been try- 
ing to reduce them to 
the utmost. The na- 
tural result was fall- 
ing production and employment, and 
further price weakness. But this also im- 
plies that the slump will end and give way 
to revival when business and consumers 
conclude that price adjustments have gone 
far enough. 

Just what has been the impact of the 
recession to date? Industrial production, 
in terms of the Federal Reserve Board 
Index, at this time will be off about 13% 
from the postwar peak reached last No- 
vember. Wholesale prices have gone down, 
on the average, about 9%, though indi- 
vidual declines in some instances far ex- 
ceeded this drop. The operating rate in 
the steel industry is currently around 
75%, considerably below past boom levels 
but high by any normal standards. Mis- 
cellaneous freight traffic is 14% below last 
year. 

On the other hand, automobile produc- 
tion is running 25% to 30% better than 
a year ago, and electric power output cur- 
rently is up 4%. Oil production is down 11% but 
gasoline consumption up 5%. Residential building, 
while high, has been falling behind last year’s total 
while engineering construction is holding up well. 
Department store sales for the year to date are 
down some 4% from last year’s level, largely due to 
lower prices, but are still about three times prewar. 
Retail trade as a whole is off about 5% from last 
year. And dividends paid by corporations are down 
some 3.5%, to date, from the 1948 peak. The cost 
of living has declined a mere 3%. 

All of these changes have been from unpreced- 
ented boom levels. Unemployment has recently been 
figured at about 3.7 million but there are still about 
ten million more jobs held than during the best pre- 
war year though some of them at reduced working 
hours per week. The overall picture is still one of 
vigorous economic activity, indicative of our greatly 
broadened economy. 


Decline in National Production — Lower Incomes 


The nation’s output of goods and services has 
been tending lower, in the first quarter dropping $9 
billion from the previous quarter’s record high, 
bringing it down to an annual rate of $255.9 billion, 
over twice that of 1941, but part of that drop has 
been due to lower prices. While the downtrend has 
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continued in the second quarter, the overall figure 
has remained high. 

Personal incomes last December reached a post- 
war peak at an annual rate of $221 billion and since 
then have dropped to a yearly rate of $213.7 billion 
in April. Average for the first quarter was $216.6 
billion against $207 billion a year ago. Doubtless the 
downtrend since then has quickened and the sec- 
ond quarter average may no more than approximate 
the year-ago figure and thereafter could fall more 
sharply below last year’s comparative levels with 
the decline continuing through the year-end, reflect- 
ing declining production and employment, and the 
drop in farm income because of lower farm com- 
modity prices. For 1949 as a whole, personal in- 
comes may be about $20 billion lower than last year; 
but while such a drop would be substantial, the 
figure would still be second only to that of 1948. 
Generally, incomes have been declining much less 
rapidly than production, a fact that tends to limit 
the extent of the slump. 


Many Cross Currents 


Naturally these over-all statistics cloak a good 
many cross currents; but it is these very cross cur- 
rents which have tended to level out the overall 
impact. The decline has gone a little more than six 
months. During a similar period after the slight 
bulge in June 1919, the Federal Reserve Board 
production index slipped 22%. And from August 
1987 to February 1938, the same index dropped 
30%. This points up the slower tempo of the cur- 
rent adjustment though the value of historical paral- 
lels, in other respects, is naturally limited because 
of varying circumstances. 

There are several reasons why we must expect 
continuation of the present downturn. First of all, 
price correction is not yet completed. There have 
been drastic cuts in many commodity prices, some 
of which are down to, or below, OPA ceilings, but 
elsewhere there have been only token cuts leading 
to expectation of ultimate further adjustment. And 
since those that have fallen most in price had, in 





























Economic Indicators 
1948 %, 
Peak Recent Decline 
Industrial Production, Total... 1935-39— 100 195 174 1% 
Durable Goods 1935-39100 231 205 11% 
Non-Durable Goods .....1935-39—=100 179 158 12% 
Gross National Product... ($ billion) $264.9 $255.9 4 
Personal Income ....... ..($ billion) $221.0 $213.7 o | 
Consumer Spending . .. ($ billion) $181.0 $176.6 a) "| 
Money Supply . ($ billion) $170.9 $165.4 3 
Business Loans _....... .$ billion) $156 $13.1 16 
Employment . .{ millions) 61.6 58.0 5 
Unemployment _..... .. (millions) 2.2 3.7 68* 
Wholesale Prices ........ ".1926— 100 169.5 156.1 8 
Consumer Prices .... 1935-39—100 174.5 169.7 3 
Business Inventories .. ($ billion) $55.4 $ 55.5 
*—Represents increase. 











general, risen more than commodities which thus far 
resisted decline, buyers are likely to bid conserva- 
tively even in lines that may have hit bottom until 
current price levels have ben thoroughly tested. 
Also, lower raw materials prices have frequently 
not percolated down to retail levels pending the 
working off of high-priced inventories. Until such 
time, however, a brisk revival of consumer buying 
can hardly be anticipated. 

Additionally, price correction in steel has been 
awaiting clarification of the fourth round wage issue 
not only as to steel but coal as well. And until the 
steel price structure has been shaken down, no final 
adjustment can be expected in such lines as auto- 
mobiles, farm equipment, machinery, plumbing and 
heating equipment and others where steel constitutes 
a primary cost factor. 

The time for clarification may not be far off. The 
steel industry’s refusal to discuss wage increases has 
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put the issue up to labor; should the latter be con- 
tent to forego new demands at this time, we may 
expect accelerated adjustments in most durable 
goods lines and thereby a quicker resolution of the 
entire price adjustment process. If so, the end of 
the corrective process, and thereby of the slump, 
may be brought much nearer than otherwise. 


Further Price Correction Ahead 


But generally speaking, in view of the corrections 
that have already been taking place, the overall 
price level henceforth should decline only moder- 
ately, perhaps no more than 7% below today’s level, 
pointing to a total drop of about 15% from the post- 
war peak. This would leave the general price struc- 
ture more than 80% above prewar 1940, but it 
would not preclude a further and slow edging down- 
ward even after revival of ‘business activity. In 
those areas most deflated, prices may well stabilize 
above current levels. A good example is copper 
which, reversing a three-month downtrend from 
2314c a pound to 16c, was recently upped to 17c 
in the wake of a mild revival of demand. Lead and 
perhaps other non-ferrous metals are candidates for 
a similar reversal; the drastic price drop in these 
fields has resulted in sharp curtailment of produc- 
tion which together with the prospect of accelerated 
stock piling by Government is bringing about new 
demand-supply relationships. 

A factor in the general price situation is that 
staggered reductions have tended to stunt the buy- 
ing interest of the consuming public, intensifying 
unsettled conditions, and retarded inventory liquida- 
tions have further weakened price structures. In 
either respect, “too little and too late” has proved 
costly to many. 


Trend of New Orders, Inventories 


Another reason why a further decline in business 
appears certain is found in the trend of new orders 
and inventories. Not only have business sales been 
dropping, but there has been a notable falling off 
in new orders pointing to continuation of the sales 
decline in the months ahead. Backlogs have been 
shrinking rapidly and once worked off, current busi- 
ness will depend on the rate of new orders; with 
the latter declining, cutbacks in production appear 
in evitable. This decline has been progressive. In 
April, new orders for durable goods were some 28% 
below last year whereas in March they were down 
only 22%. The biggest slump occurred in iron and 
steel products, down 46%, and machinery, down 
32%. The slump was less pronounced in non-durable 
goods where the April drop in new orders was 18%, 
compared with 11% in March, from comparable 
1948 levels. Machine tool orders in May reached 
their lowest since September 1947 and were 13% 
below May last year. While.domestic orders picked 
up some, the dollar shortage accounted for a sharp 
drop in foreign orders. All of which points to leaner 
business ahead unless a counter-trend sets in. Late 
in June, there have ben reports of a mild pickup in 
machinery demand from some quarters but the vigor 
of this revival still remains to be tested; on the 
other hand, a survey of business spending plans 
points to a 14% decline during the second half of 
the year. While such indications are tentative and 
may not fully materialize, the chances are that a 
further drop must be anticipated. 
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Business spending is one of the four big props 
under prosperity. In turning down, it has been fol- 
lowing two of the others, consumer spending and 
net foreign spending on U.S.A. goods. While the 
decline in consumer spending has held to moderate 


levels, the future trend of exports appears more | ) 
clouded, particularly in view of the latest British 
decision to curtail dollar outlays to the essential } 
minimum. Still exports as a whole, underwritten as 


they are by huge ECA subsidies, should remain size- 
able. The same is true of the fourth factor, Govern- | 
ment spending, which promises to rise rather than | 
fall in the months ahead. 

The decline in inventories, slow to get started, 
has lately been accelerating, amounting to $1.2 bil- 
lion each in April and May, yet total inventories— 
in the face of rapidly falling business sales—are 
still substantially higher than a year ago. This im- 
plies that inventory liquidation has not yet run its 
course. Aggregate business inventories last year in- 
creased by $4 billion and continuation of inventory 
liquidation is bound to precipitate a further decline 
in the rate of production. In other words, the pres- 
ent inventory situation means that the contraction 
has farther to go. : 


Supporting Factors 


On the other side of the ledger, there are a num- 
ber of factors that should tend to limit this contrac- 
tion. First of all, there is still a big latent demand 
for durable goods at lower prices, and as price cor- 
rection proceeds, this demand will be progressively 
activated. Business spending, though declining as 
previously referred to, should nevertheless support 
a fair volume of production in capital goods indus- e . 
tries, bolstering overall economic activity. Increased 
Government spending will be another prop, since it 
is highly probable that the Federal Government will 
henceforth try deliberately to raise its outlays for 
public works, quite apart from military and for- 
eign outlays. 

Retail trade as a whole should hold up fairly well; 
while the year’s dollar volume may be from 6% to 
7% lower than it was in the record year of 1948, 
even such lower volume will support a relatively 
high level of economic activity. True, unemployment 
during the latter part of the year may reach as 
high as five million but even that will not constitute 
a crisis level; the active working force will still be exit, 
far above prewar, farm income will be bolstered by ~ in 
price supports, unemployment compensation will again 
cushion the income drop of those out of jobs; more-| peyiy, 
over consumer savings remain large. of ta 

Also, while the general business decline has doubt- py ¢p, 
less induced some postponement of investment in Surve 
plant and equipment, it is possible that retail buy- there 
ing will hold up well enough to revive business yp, ab 
confidence and business spending before the slump proper 
reaches greater proportions. teache 

There are additional factors that should mitigatepy py, 
the downturn. One is that the transition from, hig! 
sellers’ to buyers’ markets has already been accom yrgen} 
plished in various lines without having precipitated shrink 
a general depression. The rotating nature of théreason 
adjustment has been a distinctly stabilizing elementactiyaj 
In some lines such as textiles, shoes, radios, appli-gymey. 
ances, deflation has practically run its course. ASvinced 
the readjustment spreads to steel, automobiles andplent 
other capital goods, a sustaining factor will be the This 
comparatively high rate (Please turn to page 405) 
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gel By JOHN D. C. WELDON 
ys for 
d for- rn up with deferred demand with a 
resultant shrinking of the markets for industry’s 
y well; products is frequently blamed as one of the major 
6% tO causes of the recession in business. However, it 
1948, would be more to the point to say that wrgent de- 
atively mand has been met. There is ample evidence that 
yment there is plenty of demand, that is, potential and post- 
ach as ponable demand, fulfillment of which waits only 
stitute for more attractive prices. Demand as such always 
still be oyists. 
red by) Astute merchandisers know this well, since it has 
n will again and again been proved by brisk demand 
, MOre- revival whenever price concessions met the ideas 
of the buying public. It has been once more upheld 
doubt by the results of the latest Federal Reserve Board 


rent 10 Survey of Consumer Finances which shows that 
sil buy- there is no dearth of available buying power and 
USINESS no absence of demand that cannot be remedied by 
» slump proper adjustment of prices. After all, experience 
a teaches that the size of the market is always made 
uitigat by business itself, depending on whether it holds to 
1 from, high price policy or a low price policy. With 
acconurgent demand met, markets have been rapidly 
ipitatedshrinking at current high prices. There is every 
of théreason to expect that they will be progressively re- 
lement. activated as lower prices come into force, when con- 
» 4PP!"sumers are satisfied with price conditions or con- 
rse. <\*vinced that prices won’t go lower. They still have 
les andplenty of money, and still want plenty of goods. 

ba, This is evidenced by some of the highlights of the 
gé 2Vo 


JULY 16, 1949 


TREE! 






FRB survey, which 
shows that the num- 
ber of spending units with some liquid assets was 
at least as large as a year earlier, with many having 
sizable secondary reserves. Also, the proportion of 
consumers who regarded their financial position as 
good as, or better than, a year earlier was larger 
than in any recent year. The possibility of lower 
prices was widely viewed as a definitely encourag- 
ing prospect; three spending units in five expected 
prices to decline but most of them thought the down- 
ward movement would be moderate. Only one in 
twenty though prices would be a lot lower this year. 

As to consumer buying intentions, between 
5,600,000 and 5,100,000 spending units intended to 
buy automobiles this year, a larger number than 
actually made such purchases in 1948. Well over 
one million hope to buy new houses provided they 
can get them at the right price and design. Between 
10.2 and 13.7 million spending units planned to buy 
selected durable goods whereas 19.8 million actually 
bought such goods last year. But potential pur- 
chasers of television sets were double the number 
of actual 1948 buyers. 


Possible Change in Buying Intentions 


It should be noted, however, that the survey was 
completed early in March and that production, em- 
ployment and personal incomes since then have 
moderately declined, a factor that must be con- 
sidered in interpreting these findings. It may mean 
that some spending units have since modified their 
buying intentions but nevertheless, aside from this 
reservation ,the report as a whole must be viewed 
definitely on the optimistic side, barring a further 
and pronounced deepening of the recession. It shows 
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that the consumer is still willing and able to buy if 
price and quality are right. As the Board notes, it 
would appear to highlight the need not only for 
lower prices but for more aggressive merchandising 
programs on the part of many manufacturers, dis- 
tributors and retailers to tap latent consumer 
demand. 


Shifts in Consumer Income 


There have been interesting shifts in consumer 
income. About 26 million spending units, or slightly 
more than half of the total, had higher incomes last 
year than during 1947, with increases centering 
among those who previously made less than $4,000 
a year. Only one unit in five reported having made 
less money; on the other hand, about one in five 
reported increases amounting to at least 25%. 47% 
of all spending units received $3,000 or more, com- 
pared with 42% in 1947. In terms of numbers, 
roughly 3.5 million more spending units had in- 
comes of $3,000 or over in 1948 than a year earlier, 
and about 2.5 million fewer had incomes of less than 
$2,000. The respective percentage distribution of 
spending units by income groups is shown in the 
accompanying chart, indicating that 20% made 
over $3,000, 12% over $4,000, 10% over $5,000 and 
5% over $7,500 a year in 1948, compared with 17%, 
10%, 9% and 5%, respectively, a year earlier. 

On balance, it appears that early this year, most 
consumers were in a strong financial position. In- 
comes were at a high level, and about seven of every 
ten spending units owned some liquid assets and 
these holdings were widely distributed by income 
and occupational groups. Also, a substantial propor- 
tion had sizable secondary financial reserves in the 
form of unencumbered investments in one or a com- 


bination of life insurance, houses and various types 
of securities. 

Despite this relative liquidity, the postwar period 
has seen a gradual increase in the proportion of 
goods bought on credit and it is probable that this 
trend will persist in 1949. But cash buying should 
continue in greater volume than credit buying, 
according to the findings of the survey. Last year 
about 39% of all automobile buyers reported pur- 
chasing on credit compared with about 35% in 
1947. Of durable goods, 48% were bought on instal- 





y 
iv 
s 
ze 


ments against 42% a year earlier. But as to houses, | 
22% were bought for cash against only 16% in 1947. | 


Most important to business, of course, are con- 
sumer intentions to buy a variety of goods in the 
current year. If one is to believe the survey, the 
public’s demand for autos, houses, refrigerators and 
other high-priced goods is still far from satisfied, 
and buying intentions are fairly well defined though 
subject to definite qualifications. If carried out, it 
would mean that the potential market is not -so 
much below that of the boom year 1948, and far 
beyond anything seen in prewar. That it is backed 
up by high personal incomes and substantial sav- 
ings, we have shown before. 


Effect of Changing Economic Conditions 


Whether these intentions will be actually trans- 
lated into purchases depends however a good deal 
on the general economic climate and how it is af- 
fecting not only consumer buying plans, but ability 
and willingness to go through with them. It might 
be well to mention that in the past, similar surveys 
have usually underestimated consumer buying in- 
tentions, but this was in periods without threat or 
existence of recessive conditions. The latter are now 
































Consumers Intentions to Buy and Actual Purchases of Selected Durable Goods 
Estimated number Estimated total 
Percentage of of spending units Median Average expenditures 
Type of purchase spending units (In millions) expenditure expenditure (In billions) 
Planned _— Actual Planned Actual Planned Actual Planned Actual Planned Actual 
purchases purchases purchases purchases purchases purchases purchases purchases _ purchases purchases 
Automobiles: 
New cars— 
(ee cameramen FL | (4 ee 3.6- 5.1 canes $1,990 : $2,060 takes 7.5-10.6 ees 
[CERN eT 6.1 3.2- 4.6 3.1 1,800 $2,090 1,860 $2,130 5.9- 8.5 6.6 
Bog sede ed 5.8 3.4- 4.5 2.8 1,500 1,830 1,540 1,950 5.2- 7.0 5.7 
1946 _.. 7.4- 9.3 3.3 3.4- 4.3 oe 1,500 Pee eee). foe 2.3 
Used cars— 
lL 2s 3.8- 5.6 chee 1.9- 2.8 cao 630 ced 710 pees ss 1.4- 2.0 aS 
1948 2.5- 4.1 10.9 1.2- 2.0 5.6 600 770 710 880 0.9- 1.4 4.9 
|) eee LEE! 2.7-: 3.7 9.1 1.3- 1.7 45 530 710 650. 780 0.8- 1.2 3.0 
SUN et ee ee 7.4 1.0- 1.3 3.5 nd Oyo 630 serra 2.3 
New and used cars—total 
1949 _. teem. | Le wees 5.5- 8.0 m2? AAO: we) ee 1,600 ees 8.9-12.6 wea 
| eee enn) |! 17.0 4.4- 6.0 8.7 1,630 1,310 1,540 1,330 6.8- 9.9 11.5 
| re S| 14.9 4.7- 6.2 a3 1,350 1,210 1,300 1,250 6.0- 8.2 92 
1946 . os sschasiasss Ne 10.7 4.4- 5.6 5.0 1,150 830 1,100 920 4.8- 6.2 4.6 
Other selected durable goods 
potest San arcane a Oe at 10.2-13.7 ait 300 pews <t  neeeaes 36-47 25. 
a, nee peers | is 39.2 9.3-12.0 19.8 240 250 340 370 3.2- 4.1 7.3 
DT ec et 35.1 8.4-11.1 17.2 200 200 310 310 2.6- 3.4 5.3 
POI sk a ee 25.7-31.3 28.3 11.8-14.4 13.2 200 180 320 310 3.8- 4.6 4.1 
Houses: 
| CREE eee Ee 2.0- 3.0 ia 7,000 pe iis eT 16.4-24.4 are 
SERCO, 5.2 1.7- 2.6 2.4 6,600 7,800 7,400 9,000 12.6-19.3 21.3 
a) {ppt ReeSae eM, Nf. 8 5.0 24> 32 ir 5,100 6,000 6,300 7,100 13.3-20.2 15.5 
Source: Federal Reserve Board Survey of Consumer Finances. 
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very much in evidence, and there were definite signs 
of them early this year when the survey was under- 
taken though few people probably expected them 
to accelerate and deepen as they subsequently did. 
In the light of actual buying, projected consumer 
intentions thus may not turn out to have been un- 
derestimated; quite possibly they may have been 
overestimated. Even so, the data given are encourag- 
ing, pointing to continuance of sizable markets for 
major durable goods. 


Demand Potentials for Autos, Housing 


Let’s examine the indicated potentials in some 
detail. Take automobiles. Early this year, somewhat 
more spending units expected to buy cars during the 
coming twelve months than had expressed similar 
intentions for the year 1948 (see table), and this 
applied both to new and used cars, with prices they 
expected to pay appearing quite realistic. Thus be- 
tween 3.6 million and 5.1 million spending units 
planned to buy new automobiles in 1949, as against 
1948 purchases by 3.1 million, with an average ex- 
pected price of about $2,000. Among those who 
were not fairly certain to buy this year, the price 
factor seemed to be the greatest deterrent. There is 
evidence that a cut in car prices would bring a lot of 
new buying into the market. At any rate, if indi- 
cated plans are carried out, the public will buy about 
all the new cars the industry can produce this year 
and this of course would be an encouraging factor, 
pointing to continued active steel operations and a 
generally cushioning effect on the whole economy. 
At the same time, between 1.9 million and 2.8 mil- 
lion spending units planned to acquire used cars at 
an average price of $710. 

It’s interesting to see what happened last year. 
In 1948, a similar survey estimated the number of 
spending units planning to buy new cars at between 
3.2 million and 4.6 million, at an average expendi- 
ture of $1,860 per car. As it actually turned out, 3.1 
million spending units did purchase new cars, but at 
an average price of $2,130, and 5.6 million spending 
units bought used cars whereas originally only be- 
tween 1.2 million and two million spending units 
signified their intention to do so. What happened 
was: (1) new cars in the most wanted price ranges 
remained scarce, thus not all who wanted them 
could get them; and (2) car prices generally rose, 
driving many into the used car market, hence the 
terrific increase in actual used car buyers. Things 
are different this year. New cars are more freely 
available and produced in greater number, thus 
actual purchases may be higher than indicated buy- 
ing intentions; moreover price expectations are 
more realistic than last year. All of which should 
mean that the new car business will remain pretty 
good this year. 

Now let’s take houses. About as many consumer 
units indicated intentions to buy homes during 1949, 
assuming availability of satisfactory design and 
price. Well over one million want new houses, and 
this would be a greater number than will be com- 
pleted for owner occupancy during the year. Alto- 
gether, between two and three million spending 
units planned to buy or build, which certainly 
doesn’t point to an early collapse of the building 
market. Last year about 2.1 million units reported 
plans to buy or build houses and 2.4 million actually 
did. At that time, the anticipated average price was 
about $7,400 per house, while the average price 
JULY 
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actually paid came to $9,000. This year the average 
anticipated price is $8,200. Also, there are indica- 
tions that some of the potential buyers may settle 
for older homes when they find they cannot get 
what they want in the new home market. 

Thus whether home buying plans, as indicated, 
will be realized this year depends on the quality, 
quantity and pricing of the building industry’s out- 
put. Low and middle income consumers appear in 
the market for more moderate-priced homes of ac- 
ceptable quality than are likely to be produced. 
Some shift in buying plans toward new homes 
below $10,000 was evident, and roughly half of all 
prospective buyers of new homes, or an estimated 
600,000 spending units, planned to pay less than 
$7,000. This may well mean, in the light of current 
prices, that their plans may have to be postponed 
another year, that actual homes purchased this year 
may fall below indicated intentions, whereas last 
year they ran distinctly higher. However, the year 
isn’t over yet and much may depend on price de- 
velopments in the next few months. 


Selected Durable Goods 


Somewhat fewer consumer units expected to 
purchase selected durable goods (other than tele- 
vision sets) than a year ago, but generally, buying 
intentions should maintain markets at high levels. 
Between 10.2 and 13.7 million units expressed buy- 
ing intentions, whereas the number a year ago was 
between 9.3 and. 12 million, and actual 1948 buyers 
came to 19.8 million units. Thus actual buyers this 
year are likely to fall considerably below last year’s 
even if buying intentions are not overstated. 

If the survey is right, television seems headed for 
a banner year with about 1.4 million families in the 
market while less than (Please turn to page 402) 
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The Cost of ...... 


Our Welfare State 


By P. T. SHELDRICK 


“We are going down the road to statism. Where 
we will wind up no one can tell. But if some of 
the new programs seriously proposed should be 
adopted, there is danger that the individual — 
whether farmer, worker, manufacturer, lawyer 
or doctor — will soon be an economic slave pull- 
ing an oar in the galley of state ... Too many 
people are trying to transfer power to the Gov- 
ernment . We should not have the Federal 
Government ‘regiment our lives from the cradle 
to the grave.” 


I, these words, recently, former Secretary of 
State James F. By rnes, stalwart democrat and 
former New Deal engineer on Capitol Hill, solemnly 
warned the country that unless something is done 
about it, we shall fast slide down the road to socialism 
or collectivism — by default rather than by conscious 
choice. Adding that too many elements in society are 
demanding special privileges, that too many citizens 
are suffering from “gimme-ism” or “grabbism,” that 
too many people want more pay for less work, Mr. 
Byrnes insisted that our first line of defense is a 
sound, solvent economy and that the only wise course 
is to reduce expenditures and live within our income. 

Mr. Byrnes’ warning is timely and to the point. 
Probably few fully realize how far we have already 
travelled on the road to socialism while outwardly 
paying lip service to freedom of enterprise and the 
rugged concepts which have made our nation great. 
Mr. Byrnes’ attack on the welfare state thus can 
justly be termed a contribution in the people’s edu- 
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cation about the real 
nature of the welfare 
state and what it 
moves toward. In his 
concern, he stands not 
alone. He is in the com- 
pany of other great and 
thinking men includ- 
ing General Eisen- 
hower who in recent 
addresses stated that 
the tendency toward 
paternalism in Government, 
with accompanying restric- 
tions thoughtlessly accepted by 
the people or imposed upon 
them, is a matter of deep 
anxiety to him. He voiced his 
belief that those who urge ever 
greater centralization of 
authority and increasing de- 
pendence upon the Federal 
Treasury are really more 
dangerous to our form of Government than any ex- 
ternal threat that can possibly be arrayed against us. 

Expanding welfare in a free economy is in many 
ways paradoxical, for as welfare expands, freedom 
dwindles. It is axiomatic that free political institu- 
tions are without meaning unless bolstered 
by economic institutions which also allow for 
freedom ; but free economic institutions must 
go by the board as the heavy hand of govern- 
ment paternalism continues to saddle them 
with onerous burdens and restrictions. It is 
well to remember that the concept of social 
security is designed to help the weak, but if 
overdone it renders all weak — with the state becom- 
ing the master by virtue of a vast and dangerous in- 
crease in its power over men’s lives. In spite of this, 
too many people, it seems, would rather sit around 
and divide up the existing wealth than create new 
wealth. It is an attitude that not only leads to vanish- 
ing freedom, but ultimately to moral disintegration 
and insolvency. 

Whatever the political and moral aspects of this 
situation, the basic issues posed by them seem des- 
tined to be ever more sharply focused for the Ameri- 
can people in the months and years to come. Past 
moves towards increased government largesse for 
all and sundry, towards higher wages and shorter 
work hours, bigger and better subsidies and ever 
greater social security for all, were accompanied by 
the convenient thought that, being a rich nation, we 
can afford it. But this can no longer be taken for 
granted. 
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How Much Can We Afford? 


With military expenditures at a peacetime peak, 
with our Federal budget already taking one-fifth of 
the national income, with a huge national debt and 
with receding business compelling renewed deficit 
spending because of absence of Government economy, 
we shall soon find that we cannot afford the luxury 
of cradle-to-grave security and continue our way of 
life as heretofore. Still the Administration under its 
Fair Deal program calls for additional heavy pay- 
ments for broader social welfare, for larger public 
works, for increased Federal aid to education, for 
socialized medicine, and looks with complacency on 
the extension of a costly farm program that will 
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swallow billions of the taxpayer’s money. The con- 
tradiction of such a program in relation to the cur- 
rent business cycle is particularly obvious. With busi- 
ness receding, and national income and tax revenue 
shrinking, the time for it is especially ill chosen. 
In examining the growth of government and its 
effect-on individuals and the economy, one must real- 
ize that expanding welfare signifies expanding use of 


current or past production (saved or accumulated) 


for such purposes. The patent danger is that nations 
pursuing welfare programs soon cease to be able to 
afford them since the financial and economic condi- 
tions required for maintaining welfare programs 
quickly disappear. To put it bluntly, they go “broke” 
sooner or later, mostly sooner. The present dilemma 
of socialist Britain is a good example. Regardless of 
numerous technical alibis, the basic cause of it are 
government policies in which no one has confidence, 
and the only real cure is abandonment of these poli- 
cies. Britain’s case, also, proves that a mixed econ- 
omy is merely a temporary stop on the way to a dic- 
tated economy. Do we want to travel the same road? 


Where Shall We Wind Up? 


It is not merely a question of whether we wish to 
go forward with the trend to distribution of wealth 
and income, to increasing compulsion, to monopoly 
of more and more of our resources by the Federal 
Government. It is also a question where we shall ulti- 
mately wind up. If, in the words of Mr. Byrnes, we 
all become economic slaves, none of us will be better 
off ; in the end it will mean lower standards all around 
and loss of freedom. No amount of welfare, of debt 
and inflation, of political pressure can in the end over- 
come the fact that real social gains necessarily depend 
on production, and production under such circum- 
stances is bound to suffer when incentive disappears 
and initiative suffers as it must under the back- 
breaking tax burdens to finance broadening welfare, 
under the restrictions and regimentation that will 
inevitably follow. 

Even without the latest Administration proposals, 
the cost of social aid has already zoomed to impressive 
figures. At the Federal, state and local government 
levels, it is estimated to have reached some $11 bil- 
lion annually compared to less than $1 billion in 1929 
and some $2.5 billion in 1939. These outlays cover a 
vast array of welfare activities, social insurance bene- 
fits, veterans benefits, health, public housing, educa- 
tion and others. It does not include the rapidly in- 
creasing number of private pension and health plans 
of industry and organized labor which rose in num- 
ber from 105 prior to 1930 to nearly 7,000 by 1947 
and since then have further gained, by now covering 
well over ten million workers and employees. But 
while during the last decade, the operations and tech- 
niques of private and public protection have mush- 
roomed in a sort of benevolent endeavor, recent trends 
are more ominous. Labor strategy in forcing workers’ 
pension plans bids fair to lead to serious troubles at a 
time when boat-rocking should be avoided at all costs, 
lest we be plunged into depression and social unrest. 
And the Administration’s new demands should be 
realistically reviewed and drastically pared lest they 
plunge the country into collectivism and insolvency. 

It has been estimated that the Administration’s 
new social security proposals including health, old 
age and unemployment programs, fifty years hence 


| might cost as much as $35 billion annually, and would 
' mean a doubling of the social security tax take from 
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payrolls. Planned expansion of old age and survivor’s 
insurance alone might run as high as $20 billion an- 
nually and consume as much as 12.4% of the nation’s 
payroll. Socialized medicine, as in Britain, would 
prove extremely costly, perhaps coming to a “paltry” 
$6 billion a year, to be financed by an added 3% pay- 
roll tax split between workers and employers, plus 
$1.5 billion a year from the bottomless Federal Treas- 
ury. Nearly everybody would be drawing benefits, 
but nearly everybody would also be paying for them. 
Only those who pay the least would get the most, and 
vice versa. 

Looking half a century ahead, one would find that 
the Treasury would have to use general revenue to 
foot about one-third of the cost of social security ; the 
rest would come from compulsory contributions from 
every income earner. Uncle Sam would become every- 
body’s “sugar daddy.” He would make out tens of 
millions of monthly pension checks to the aged or to 
workers’ survivors. He would collect taxes and hand 
them out to the unemployed, or to finance public hous- 
ing and education on a large scale. He would continue 
to take care of the veterans, of course. And he would 
also have to put up hundreds of millions annually for 
the upkeep of the nation’s hospitals. He would pay 
the bills for doctors’ and dentists’ services, for drugs, 
crutches, false teeth and possibly wigs as in England; 
and when these services fail, for caskets. 

It would mean that the combined outlays for social 
security, by Government provision alone, would come 
close to current high budgetary totals; those by Gov- 
ernment and private provision combined would prob- 
ably equal or exceed them. In the light of our current 
budgetary troubles and the present onerous tax bur- 
den, this is something to ponder, and ponder well. 


More Than Mere Money Costs to be Considered 


But the cost in dollars of overexpanded social secur- 
ity is only half the story. There are even greater 
costs involved—costs that rob the individual of his 
character and his will to work, and that rob the na- 
tion of production. With overly generous benefits on 
the one hand and increas- (Please, turn to page 403) 
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Washington . — 


UNFINISHED BUSINESS 


By E. K. T. 


DESPITE leadership promises to keep congress here 
until it finishes its job, the lawmakers will depart 
Washington sometime next month leaving behind 
a raft of unfinished business. The housing bill was 





WASHINGTON SEES: 


The federal fiscal year began July 1 and found 
the government already 1.8 billion dollars in the 
red for 1949, facing a 4 to 6 billion dollar deficit 
for 1950, with most government agencies having 
no appropriated funds—and with congress on a 
week-long holiday. 


The lawmakers had not delivered on taxes, 
economy, programs for the many agencies which 
still awaited grants of money which must deter- 
mine their future course, military appropriations 
(which will mean one-third of this year's entire 
cost of government), labor legislation, civil rights 
bills, the Atlantic Pact and arming Western 
Europe, education bill, health insurance, farm bill, 
reciprocal trade agreements extension, basing 
point legislation, increased minimum wages, mili- 
tary force unification...to name a few. 


White House insistence on Taft-Hartley repeal 
had held back the legislative parade — in the 
face of ultimate defeat. A housing bill was the 
Administration’s one clear victory to date. 


Appropriations bill will be enacted before ad- 
journment, necessarily so; but there is no prospect 
of real savings despite universal lip service to the 
principle. Reciprocal trade agreement extension 
and the Atlantic Pact stand as the only items 
seemingly assured of approval. And even these 
will be subjected to hard, time-consuming debate. 








an Administration victory that pumped encourage- 
ment into the majority ranks, showed signs for a 
time of breaking the legislative log-jam — but the 
momentum didn’t last. It made its effect felt long 
enough to make an excellent start on the re-written 
Taft-Hartley Act, but when that law is enacted it 
will be one in which the “repealers’” conciliated 
themselves far from the mandate they claimed. 


WHATEVER else is shunted aside, appropriations bills 
must be passed to keep the government operating. 
Adoption of those measures will cut into the remain- 
ing time, sidetrack other business. Sound judgment 
on Capitol Hill dictates that spending must be 
curbed by congressional action, not left to a Presi- 
dent who is on record for higher and higher taxes— 
which he won’t get! Collateral to more tax is more 
spending. Unless buck passing between the White 
House and congress ends abruptly there will be little 
more than token cuts in appropriations. 


BRANNAN PLAN for agriculture is not acceptable to 
congress and will not be adopted. Choice lies be- 
tween extending the existing supports or evolving 
a simplified system based on Secretary Brannan’s 
ideas. The latter alternative probably will prevail. 
There is strong bi-partisan backing for the Atlantic 
Pact and for arming Europe at a cost of more than 
one billion dollars. They’re tied closely together and 
the Pact is likely to carry the arms proposal to en- 
actment. A 75-cent minimum wage (increased from 
40 cents an hour) has the votes to win but is fight- 
ing a seemingly losing battle for place on the calen- 
dar. Sweeping enlargement of Social Security cover- 
age is out. 

JOCKEYING for position on the calendar of the ses- 
sion’s closing days will be more spirited than in any 
recent year. Usually there are a few surprises, 
measures not considered to have a chance slip 
through. They are the beneficiaries of compromise. 
For that reason, few pending bills can safely be 
counted out — except, of course, those such as 
national health insurance on w hich opinion has crys- 
tallized. Not to be discounted in evaluation of what 
congress leaves undone this year are hearings con- 
cluded on many important topics which have cleared 


es =the path for carly consideration next January. 
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Chilling the enthusiasm of advocates of a 
broader social security coverage and scotching their 
chance of success at this session at least, is the 
recent history of the unemployment compensation system. 
It isn't going broke, but there's a fateful trend: 
income this year is expected to run 500 million dollars 
below outgo. That reverses the trend. Since the 

system was adopted, payroll taxes have paid off all cur- 
rent obligations and made substantial donations to the 
reserve fund, which now stands at 7.5 billion dollars. 


























At the present rate of deficit operation it 
would take 15 years to exhaust the fund. No such pros- 
pect is seen even by the most pessimistic. But when 
outgo exceeds current income, the actuaries begin to 
worry and they're passing on that spirit to 

Capitol Hill. 

























































Were coverage as sweeping as some would have it, the outlook would indeed 
be gloomy, it is pointed out. In the last week of May, 2,013,700 persons were draw- 
ing jobless pay. But that isn't the total figure of the unemployed! Census Bureau 
rage- samplings place the number of out-of-work at 3,289,000, and organized labor insists 











pe that figure is ridiculously inaccurate, and the unioneers add a million or two. If 
go the occupations which would be covered under bills now pending had been included 











ritten from the start, the alternatives would be abandonment of the entire system or a 

ted it terrific upping of the payroll tax rate. 

liated 

d. Few legislative proposals of recent years heaped as much grief upon mem- 
s bills bers of congress as did the ECA appropriations measure. The philosophy of leading 
ating. European countries back to self-sufficiency was regarded sound in all quarters, and 






































main- it may have been difficult to ascertain why the lawmakers hesitated, haggled over 
—e amounts. Difficult, that is, until their mail is analyzed. 

s 7 aan 

Presi- While die-hard isolationists were in the forefront of the fight against 
xes— : as saint eee: sae: ae 





more &enerous grants to Western Europe, the pleas for reductions came from all segments 

White Of the national economy. From the southern lumber processors came complaint that 

»little its export market is being dried up. Cotton producers added the charge that syn- 
thetic fabrics are being destroyed with U.S. dollars to compete with their product. 











ble to : 
es be- Coming closer to home, the canners protested that canneries and freezers 


olving are being constructed which not only are taking care of needs abroad but actually 
unan’s are sending competing commodities to the United States! Machinery men said they 
revail. were meeting a new competition in South America: Britain is moving strongly into 
—. that market with the aid of dollars. Italian growers were found taking the New York 
y and metropolitan business in lemons, almonds and other items. 


n- : 
he Republican leaders have had their heads together trying to decide whether 


-fight- it is politically wise to attempt to keep Rep. Hugh Scott, national chairman, in 

calen- office. Scott can defy them if he wishes, serve out his elective term, but he is 

cover- ready to do the bidding of the party chiefs. Safe forecast is that the Pennsyl- 
vanian will announce soon that the duties of congress will no longer permit him to 


1€ S€S- hold dual offices. 
in any 


a Scott was made chairman by Gov. Thomas E. Dewey in the hope of winning 
aaaine. Pennsylvania and other strong industrial eastern states in the 1949 election. What- 
ely be ever his personal views are, Dewey is counted out today -- by those who count in the 
ich as| GOP. Scott, natural target for disappointed party men last November, not only 
scryS- failed to consolidate the strength he had -- he added to his opposition by publicly 
f what blaming the Deweyites for the defeat. And in June, his candidate to head the Young 


Pot Republicans League was snowed under! That vitalized the "get Scott" legion. 
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Current investigations (there are four of them) into the practice of 
brokers who hold out to obtain government contracts through influence, meanwhile 
exacting payments of five per cent or more of the gross involved, won't fill any 
jails but will cause red faces among leading businessmen who should know better. 
The National Military Establishment, War Assets Administration, senate and house 


probers don't expect to find any violations of law; their objective is to bring at- 





























are wholly superfluous. 





The "influence" which has been retailed here in the post-war years con- 
sists of little more than nodding acquaintance with "big names." Most of the con- 
tracts in which it figures are, by statute, placed on the basis of advertised invi- 
tations to bid. Since the Benny Meyers dnd May-Garsson cases, government officials 
have been hypersensitive on the point of official "contact men." Actually, they 
say, intermediaries raise suspicion, that dealings can be more satisfactory and 
speedier with the principals. 





























The senate -- at least a majority of it -- has taken a step which is going 
to make it difficult in the future to raise the cry that the White House is attempt- 
ing to reach into, dominate, a co-equal branch of government, namely, the legisla- 
tive. While protesting that Mr. Truman and, before him, Mr. Roosevelt were infring- 
ing the prerogative of legislation, 62 of the 96 senators signed a round-robin 



































10 per cent. In effect they were ordering him to enact appropriations bills, mean- 
while entering his domain by dictating how his veto power should be used. 











Sides already are forming, for and against President Truman's Point Four 
program for the development of backward areas in various parts of the world. The 
White House warned congress it will be no "quickie," but will require decades to 
carry through and, in effect, suggested there is no point in making a start if this 


country is not prepared for the long haul. 


Development of industry and agriculture abroad are the declared purposes 
but democratic solidarity is the real motive. And the first step is an outlay of 45 
million dollars to bring technical, scientific, and managerial know-how to the 
beneficiary nations. Second step is authorization of the Export-Import Bank to 
guarantee American private capital against the risks incident to business ventures 
of certain types. General insurance of investment is not contemplated, but such 
extraordinary happenings as government expropriations and fund freezes would be 
covered. No increase in present authorized funds of the Export-Import Bank would be 
involved. 
























































House investigation of monopolies gets under way July 11 but is expected 
to develop little more than a forum for expression of views of Rep. Emmanuel Celler, 
its sponsor. Celler, chairman of the judiciary committee which will make the study, 
has scheduled himself as the kickoff witness and the files are certain to be loaded 


with "studies" long before the second witness is called. He, personally, will cover 
70 years operation of the covering statutes. 

















Much of the material will duplicate testimony already in printed form in 
files of the corresponding senate committee. Senator Joseph C. O'Mahoney made a 
Similar inquiry several years ago, it will be remembered. The subject dulled as 
months went on and the report received scant attention. 























The Administration is taking advantage of a Hoover Commission recommen- 
dation, turning it into a fence to keep party members in line on legislation. The 
Commission suggested that the 21,000 postmasters in the United States be selected 
strictly on the merit system -- Civil Service. Congressmen now pick any one of the 
three standing highest in competitive examinations. Already having publicly threat- 
ened to withhold patronage from recalcitrants, Mr. Iruman now hints he'll adopt the 
proposal, reject Capitol Hill nominees who don't head the list. Congressmen's 
choices, by some coincidence, seldom top competitors. 
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rational to expect more 
widespread reductions in 
dividend disbursements than 
have thus far developed in 
1949. One of the most en- 

















couraging factors in the cur- 
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Unfair.... 


Dividend Cuts 


— IN LIGHT OF RETAINED EARNINGS 


ended April 30 aggregated 
$1.38 billion, 8% more than 
in the corresponding period 
in 1948, though the gain for 
April alone was only 3%. In 
other words, shareholders in 
many railroads, automotive, 
manufacturing, wholesale, 
retail, mining and finance 
concerns experienced more 
liberal dividend treatment 
than a year earlier, more 
than offsetting reduced pay- 
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By FREDERICK K. DODGE 


he substantial and mounting wave of 
dividend cuts or deferments in recent months has 
naturally proved disappointing to numerous stock- 
holders. Following on the heels of record postwar 
prosperity, when soundly established and weaker 
concerns alike pushed their earnings to an all-time 
peak, the sudden advent of the readjustment period 
caught many investors unaware that their income 
from equities might be reduced. When such reduc- 
tion actually materialized, it has often given rise 
to criticism of management, sometimes valid but 
more often due to lack of understanding of current 
company problems. It is therefore timely to probe 
into a few situations where dividends have been 
lowered or deferred, in order to establish the pros 
and cons for such action. 

Shareholders in numerous marginal or relatively 
new enterprises that have fared exceptionally well 
in the postwar boom have slim grounds for becom- 
ing disgrunted when a sharp downtrend in earnings 
has lowered or disrupted their dividend income. The 
return of acute competition, an abrupt though per- 
haps temporary recession in new orders, together 
with a rapid dislocation of costs and prices, have 
furnished sound reasons for conserving cash at the 
company level. Until uncertainties are clarified and 
cost-price factors stabilized in due course, share- 
holders in some concerns should commend rather 
than censure the directors for their ultra-conserva- 
tive dividend policies. Despite substantial improve- 
ment in resources and facilities in recent years, a 
severe test has arrived for many concerns with less 
assured long term volume potentials. Shareholders 
in such businesses should be the first to approve less 
liberal dividend treatment until the air clears and 
medium term earnings speak for themselves. 

Because no industry or any of its components is 
wholly immune from the impact of recessionary in- 
fluences in the long run, it might be considered 
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other groups. 





Study of these variations 
in industry experience, gen- 
eralizations though they are, 
give rise to wonder as to 
how importantly current 
earnings rather than aver- 
age profits affect corporate 
dividend polices. We have more than once expressed 
the view that during periods of lush earnings, a fair 
share of net should be set aside to provide some- 
thing like a reserve fund to stabilize dividends over 
the longer term, rather than to increase or cut them 
as net earnings expand or contract. In exceptional 
instances, such as Pennsylvania Railroad Company, 
with an unbroken dividend record of more than 
100 years, we find marked advantages resulting 
from such policies. Equally impressive have been 
the steady payments maintained by the American 
Telephone & Telegraph Company, often somewhat 
exceeding annual earnings. And that many of our 
soundest industrial concerns have enabled their 
shareholders to live on accumulated fat in lean times 
is shown by the fact that total dividends paid for 
a number of years in the 1930s were well above 
actual corporate earnings. 

Generally, where some basis for soundly predi- 
cated com- 
plaints by 
stockholders 
against divi- 
dend treatment 
is to be found 
is in the ranks 
of some of our 
largest and 
most successful 
concerns. Ad- 
mittedly the 
feat achieved 
by industry in 
modernizing 
and expanding 
facilities 
through ex- 
penditure of 
$75 billion in 
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postwar has been astonishing, considering the large 
portion of these funds derived from retained earn- 
ings. But regardless of a moderate uptrend in divi- 
dend payments that now appears to be subsiding, 
many large concerns have not only completed im- 
mense postwar programs with little or no further 
voluntary investment by their shareholders, but 
have also lifted working capital to record heights. 
While long term loans often have been a substantial 
aid in reaching these goals, and sizable repayments 
must be made from future earnings, the question 
now coming to the front in many cases is whether 
the time has not now arrived when dividends 
should at least be stabilized during the early stages 


of economic readjustments. 

In a broad manner it seems justifiable to ask of 
numerous managements accustomed to distribute 
around 75% of net to their shareholders in prewar, 
in contrast to perhaps 40% in late years, just why 
they find it advisable to reduce or defer current 
dividends at the first clear signs that deferred de- 
mand for goods has been satisfied and that a period 
of unstable prices and lower earnings must be faced. 
In many cases it is undoubtedly true that directors 
and managements have been unduly swayed by ap- 
prehension over uncertainties now cropping up and 
have found a new excuse for depriving stockholders 
of a more liberal share of accumulated earnings or 
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Statistical Data on Companies which Recently Reduced or Deferred Common Dividends 
Dena tvecis aan re 
Net 
Earned Liquid Working Current’ Inven- Divi- Quarterly Net Per Share 
Surplus Assetst Capital Ratio tories dend Ist Quar. 4th Quar. Ist Quar. 
————__———-$ million—_—————-__ $ mill. 1948 Dividend Action 1949 1949 1948 1948 
American Machine & Metals $.50 Dividend Deferred $.08 $.60 a $.45 7 
December 31, 1948.................. $3.0 $.5 $4.4 2.5 $4.3 
___ December 31, 1945.................. 2.4 9 3.5 2.4 3.5 
American Stove 1.20 Dividend Deferred def1.13 71 44 
December 31, 1948.................. 2.4 1.0 8.7 2.6 10.0 
December 31, 1945...... ; eat 2.7 4.3 9.7 7.0 3.7 a 
American Woolen 8.00 Div. Reduced $1.50 Q to $1.00Q 0:25 1.80 5.01 
December 31, 1948.................. 21.2 7.3 59.9 3.0 59.1 
December 31, 1945.00.00... 112 29.0 55.1 $2) 377 
Bendix Home Appliances 1.124%, Dividend Deferred 06 -23 1.37 
December 31, 1948.................. 13.0 3.7 10.4 4.9 7.6 
December 31, 1945.................. 6 o 9 1.3 2.2 
Bon Ami ‘‘B”’ 2.50 Div. Reduced .621/. Q ot .40Q 24 40 49 
December 31, 1948.................. 4.1 1.2 4.0 11.6 1.3 
___ December 31, 1945.................. 3.9 3.0 4.2 8.7 6 —— 
Bridgeport Brass -15 Dividend Deferred .07 -63 40 
December 31, 1948.................. 10.5 1.9 19.8 3.6 19.6 
___ December 31, 1945...0.......00c00 4.1 oe) oe 8.2 
Celotex 1.75 Div. Reduced .50Q to .25Q 43 f 1.88 1.91 
October 31, 1948................006 16.3 5.8 11.3 3.6 4.6 
October 31, 1945.00... | a 7.9 (10.3 5.1 2.3 Lt 
Creole Petroleum 3.60 Div. Reduced .90Q to .75Q — 3.87 a 3.814 
December 31, 1948.................. 180.5 3.5 19.0 a7 72.4 
December 31, 1945.................._51.0 2.5__47.3 ue ___ ey : — 
Dewey & Almy Chemical 1.40 Dividend Deferred bees 1.01la 1.184 
December 31, 1948.................. 1.8 9 3.7 2.8 3.7 
December 31, 1945..........0.0000. 1.4 iS. 634.. 137 2.7 7 
Easy Washing Machine 1.7 Dividend Deferred .O1 15 1.60 
December 31, 1948.................. 5.2 1.4 6.1 2.8 7.5 
December 31, 1945............0000: es 2.0 27 1.8 2.1 em 
Electric Storage Battery 3.00 Div. Reduced .75Q to .50Q oes 2.06a 4.6la 
December 31, 1948.................. 20.2 7.4 32.3 3.0 28.9 
December 31, 1945.........00.00000. 124  A3:)..) 293 5.0 13.3 a 
Gimbel Bros. 2.00 Div. Reduced .50Q to .25Q Sess 3.29b 4.17 ¢ 
January 31, 1949...............:006 32.3 17.2 59.6 3.1 31.3 | 
January 31, 1945................+ 10.3 6.7 35.2 3.1 28.9 Or a | 
Houdaille-Hershey 1.00 Dividend Deferred 79 1.70 -28 
December 31, 1948.................. 9.2 5.9 12.6 2.8 7.3 e 
December 31, 1945.........0-000000+ 37 922) 6.1 3.7 3.7 ae 
Lehigh Coal & Navigation 1.00 Dividend Deferred def.08 -56 «27 
December 31, 1948.................. 14.3 4.5 1.9 1.2 3.8 
December 31, 1945.........0...00005 12.3 6.0 5.8 2.0 1.1 | 
Master Electric 2.40 Div. Reduced .60Q to .25Q -28 33 | a 
6 a re 4.7 3.2 5.2 9.8 ef 
March 31, 1945.................... ox. eS eee 5.5 (11.0 1.9 | 
National Container 1.20 Div. Reduced .20Q to .10Q +21 39 69 | 
December 31, 1948.................. 18.1 3.7 3.0 1.4 5.8 | 
December 31, TWOAS............0..-+ 3.4 2.1 4.2 3.1 2.4 | 
Powdrell & Alexander 1.20 Div. Reduced .25 Q to .121,Q def.05 .06 91 
December 31, 1948.................. 5.5 1.6 6.4 ag 4.7 
December 31, 1945.................- 1.1 8 3.1 5.3 1.9 
Smith & Corona Typewriters 2.00 Dividend Deferred 1.48 e sat 3.23 e | 
ee 5.8 1.8 7.0 2.5 6.9 
March 31, 1945..............0:00 3.5 4.4 6.4 3.3 2.8 
U. S. Lines 2.50 Div. Reduced .621/2 Q to .50Q 1.22 72 -23 
December 31, 1948.............:00+6 14.8 4.1 7.2 1.4 6 
December 31, 1945.................. 4.3 5.9 2.5 1.3 x 
White Motor 1.45 Div. Reduced .40Q to .25Q ne 2.664 2.324 
December 31, 1948..............006 14.8 4.5 29.1 3.2 30.1 
December 31, 1945.................. 6.2 5.9 22.8 3.4 19.1 
t—Consists of Cash and Marketable Securities. c—Fiscal year ended January 31, 1949. 
a—First six months and last six months of 1948 respectively. e—Nine months ended March 31. 
f—Quarter ended January 31. 
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of current net. Dissatisfied stockholders in 
increasing number are protesting such poli- 


cies of only on the grounds that wages and | yyvestuw. 


ns QUARTERLY bn oo 


CORPORATE PROFITS TAXES, AND DIVIDENDS 


QEPARTMENT OF COMMERCE ESTIMATES, ADJUSTED POR SEASONAL VARIATION 





salaries have been pushed up inconsistently 
with payments to themselves, especially as 
all concerned have had to meet higher living 


LL ARs 
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costs. In view of the large involuntary invest- }*° 
ments made by many stockholders, caused by 
illiberal dividends in postwar, they are log- 
ically puzzled, to say the least, when their 
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dividend checks are either smaller or not 
found in the mail. 


Need for Individual Appraisal 10 
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To find a satisfactory answer to this in- 
creasingly common puzzle is of course out 
of the question in any general manner. Stock- | ° 
holders will get ready answers to their in- 
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quiries addressed directly to managements, 
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but these will usually reflect mere conserva- 
tism, based on declines in orders, sales and earnings, 
together with “uncertainties” as a justification for 
less liberal dividend treatments. Stockholders who 
may feel abused because quarterly dividends have 
been reduced by a few cents a share, are also prone 
to overlook the fact that at the company end this 
might conserve cash totaling many million dollars. 
This is only one of many obscure factors that may 
come to light through appraisal of individual com- 
pany situations, the only sensible way in which to 
arrive at unbiased conclusions as to the fairness of 
dividend policies. Within the limitations of space 
we will discuss a few cases where downward divi- 
dend trends have seemed rather needless or fully 
warranted for reasons not apparent on the surface. 

Few if any industries paid out as dividends such 
a small share of abnormally large earnings as the 
oil group in the last two years. Implementation of 
a $5 billion development program, involving outlays 
of about $2 billion in 1948 and almost as much in 
the current year, has placed heavy reliance on re- 
tained earnings, though many of the large oil con- 
cerns have also increased their working capital by 
borrowing. 1948 earnings of Creole Petroleum Cor- 
poration, for example, shot up to $198.6 million last 
year, equal to $7.68 per share, compared with 
$130.7 million in 1947 or $5.06 a share. Capital 
expenditures of $165.8 million in 1948 were par- 
tially financed through cash derived from deprecia- 
tion and depletion, but more substantially through 
utilization of $105.5 million from earnings. This 
left $93.1 million for dividends, about $20 million 
more than in the previous year, and quarterly pay- 
ments were advanced to 90 cents a share through- 
out 1948. 

In the first two quarters of 1949, however, Creole 
Petroleum has reduced its dividend payments to 75 
cents per share, explaining the step by pointing to 
sizable capital needs in the current year, changes 
in the supply-demand factors for oil and other 
obvious reasons. As the company has felt it neces- 
sary to shut down considerable of its expanded pro- 
duction in Venezuela, and 1949 earnings are likely 
to dip, a current ratio of only 1.1 at the end of 
1948 was none too comfortable when considering 
capital requirements as planned. As an offset, 
though, this leading oil producer in Venezuela 
(largely owned by Standard Oil Company of New 
Jersey) has an-impregnable credit status and no 
funded debt, nor preferred stock for that matter. 
JULY 
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Under the circumstances, it would seem fairer to 
stockholders other than the parent concern, if Creole 
had changed its long maintained policies to develop 
its discovery and expansion program entirely 
through earnings, and resorted to long term bor- 
rowing. Such a move would be entirely conservative 
and at the same time preclude the need for cutting 
dividends that at their peak were moderate relative 
to net. But for reasons of its own, the company’s 
parent evidently preferred to stick to established 
policies rather than to favor other stockholders. 

American Stove Company reported a deficit of 
$1.13 a share in the first quarter compared with a 
net of 71 cents in the December quarter and $1.06 
for full 1948. This rather obviously motivated a 
decision to defer dividends thus far in the current 
year, as higher costs in 1948 narrowed margins so 
substantially that this may constitute even more of 
a problem during a period of declining volume. This 
company furthermore has paid out a rather liberal 
share of earnings since 1935, and while its financial 
status is strong, it can hardly be blamed for de- 
ferring dividends in the light of its current operat- 
ing experience. Additionally, American Stove has 
$400,000 notes due annually, carrying restrictions 
that hold dividends to not more than 75% of net 
accumulated since 1947, so that in any event the 
company would have had to cut them somewhat 
under current conditions, if not to defer them en- 
tirely until the outlook is clarified. 


American Woolen Company 


The action of American Woolen Company in 
lowering quarterly dividends to $1 per share from a 
former level of $1.50 has stirred up some plausible 
reasons for questioning a genuine need for the step. 
It is true that net earnings.of $1.25 per share in 
the first quarter compare very unfavorably with 
$5.01 reported for the same period a year earlier, 
and that if net continues at this lower rate all 
through 1949, quarterly dividends of $1.50 per share 
would not be covered. But though the company’s 
customers early in 1949 were anxious to reduce in- 
ventories in the widespread expectation of lower 
prices, the virtual assurance that costs of imported 
raw wools, so extensively used by this concern, will 
remain firm has not been adequately taken into the 
reckoning. In sharp contrast to most manufacturers, 
American Woolen has (Please turn to page 404) 
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Investment Audit of . . 


Caterpillar Tractor 


By STANLEY DEVLIN 


e man who prospers while his neighbors 
scrimp and scrape to make both ends meet usually is 
regarded with suspicion. Perhaps the same trait 
from which arise such doubts explains the skeptical 
attitude shown by investors toward securities of a 
corporation whose sales and earnings are expanding 
while business is declining and competitors are los- 
ing ground. Logically, however, superior perform- 
ance on the part of any corporation should merit 
appreciative consideration. 

The record this year of Caterpillar Tractor Com- 
pany is a case in point. Here is a company manufac- 
turing heavy equipment, for which demand suppos- 
edly is shrinking, which apparently is headed for 
record sales and earnings. Are there sound reasons for 
thinking that such progress is anything but a “flash 
in the pan’? An examination of results achieved in 


recent years and of potential growth 
factors suggests that this concern en- 
joys many advantages not possessed 
by most representatives of heavy in- 
dustry. Principal favorable factors 
include these: 

(1) Major industries served stand 
to benefit from a so-called “welfare 
state” political philosophy which has 
gained wide influence in recent years. 
Agriculture and construction are major markets for 
Caterpillar products, and so long as political ex- 
pediency calls for encouraging farm prosperity and 
for expanding public works to combat unemployment, 
then demand for this company’s lines is likely to be 
sustained at a high level. 

(2) Facilities have been expanded to supply en- 
larged postwar markets. With recent completion of 
a new diesel engine plant, output of this division has 
been sharply increased. The new steel fabricating 
plant nearly ready for occupancy will enable the 
company to reduce dependency on outside sources 
for semi-finished products and will contribute to 
greater manufacturing efficiency. 

(3) Diversification of products affords a basis for 
stabilizing operations and for gaining production 
economies otherwise unavailable. 





























Long Term Operating and Earnings Record | 
Net Depre- Operating Operating Net Net Profit 
Sales ciation Income Margin Income Margin Net Per Divs. Price 
PM thealdien Ale $ million —%— —$mill— —%— Sharet Per Sharet Ranget 
Years 1948 $218.0 $3.8 $26.3 12.0% $13.8 6.3% $3.66 $1.50 $341/4-25 
1947 189.1 2.3 18.4 77 4 5.3 2.64 1.50 32-2454 
1946 128.4 1.4 9.9 vA | 6.1 4.8 1.62 1.50 4034-27'/ | 
1945 230.6 4.6a 20.2 8.8 6.5 2.8 1.73 1.25 35!/4-237, | 
1944 242.2 5.44 30.4 12.5 a3 3.0 1.94 1.00 27-22! | 
1943 171.4 4.9a 30.7 17.9 7.6 4.4 2.01 1.00 27'/g-20 
1942 142.2 45a 26.8 18.9 7.0 4.9 1.86 1.00 219-15 
1941 102.0 Tf "19.7 19.3 7.8 7.6 2.06 1.00 2514-18 | 
log RR Oe eT SC 73.1 2.6 14.2 19.4 7.8 10.7 2.08 1.00 28!/4-211/, | 
i == : bcisohetsiaecs 58.4 2.5 9.9 16.5 6.0 10.3 1.44 1.00 32'%4-191/, 
10 Year Average, 1939-48. ee cecnenenee $155.6 $3.6 $20.7 14.3% $ 8.0 6.0% $2.10 Si .17 $4034-15 
4 Year Average, 1939-42 $ 93.9 $3.3 $17.6 18.5% $ 7.1 8.4%, $1.86 $1.00 $32'/4-15 
t Adjusted for 2-for-1 stock split in may, 1949. a Includes amortization. 
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(4) Aggressiveness in sales promotion and in en- 
gineering research generally is credited with giving 
Uaterpillar a degree of prestige that enables it to 
maintain industry leadership along with better-than- 
average profit margins. 

(5) Raw materials are becoming more abundant, 
eliminating the necessity for premium payments to 
obtain prompt delivery particularly of steel. This 
factor alone is expected to mean substantial econ- 
omies in operations in coming months. 


To appreciate the potentialities of a company of 
this type, it is important to understand the nature of 
its products and the scope of principal markets. 
Caterpillar—pioneer in development of the crawler 
type tractor—manufactures five sizes of these ma- 
chines; three sizes of motor graders; ten sizes of 
diesel engines and, when combined with electric gen- 
erators, ten sizes of diesel electric sets; wheel 
scrapers to match the four largest tractors; bull- 
dozers to match all crawler tractor models; together 
with cable and hydraulic controls for use with trac- 
tors to control the mechanisms of scrapers, bull- 
dozers and rippers. 

The company produces all its own diesel engine 
requirements and, in addition, supplies engines to 
about ninety manufacturers of excavators, compres- 
sors, rock crushers, oil field equipment and locomo- 
tives. Among major customers are Bucyrus-Erie and 
Marion Power Shovel Co. Caterpillar engines also 
ale used in numerous industrial installations as well 
as for marine purposes. The company is believed to 
be the largest track-type tractor manufacturer and 
the leading producer of diesel engines in its sizes. 
Competitors include International Harvester, Gen- 
eral Motors and Hercules Motors. 

Although in normal times, tractors are understood 
to account for about half of sales volume, parts for 
about 20 per cent, diesels for 14 per cent and road 
machinery for 12 to 15 per cent, indications point to 
enlargement of importance of diesel engines now 
that the range of sizes has been increased and larger 
facilities have become available. 

Notwithstanding steady expan- 
sion in output, tractors and motor 
graders still were being allocated 
to dealers at last reports. Diesel 
engines had caught up with de- 
ferred demand by the middle of 
the second quarter, but sales 
were being well maintained and 
there was no indication of any- 
thing more than a normal slack- 
ening of operations in this divi- 
sion. Sales were running so far 
this year at a rate of about three 
times as many engines and five 
times the dollar volume as in 1939. 

Although the company declines 
to reveal a breakdown of its 
principal markets, figures avail- 
able on product output suggest 
that public construction projects 
may represent a major sales out- 
let. Agriculture is estimated to 
account for perhaps 15 per cent 
of sales. Other important mar- 
kets include logging, mining and 
petroleum, together with trans- 
portation and small utilities. 
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Comparative Balance Sheet Items 
Dec. 31 Mar. 31 
1940 1949 Change 

ASSETS 000 omitted 
an $ 6,694 $ 6,748 +$ 54 
Receivables .... 8,321 29,539 + 21,218 
Inventories 21,034 51,959 + 30,925 
TOTAL CURRENT ASSETS 36,049 88,246 + 52,197 
Plant and Equipment 20,776 60,128 a 39,352 | 
Other Assets ........ 3,629 4,76 — #,032) 
TOTAL ASSETS . $60,444 $153,135 +$92,691 | 
LIABILITIES 

Accounts Payable and Accruals $ 5,463 $ 22,195 +$16,732 
| Federal Income Tax 4,118 11,806 + 7,688 | 
TOTAL CURRENT LIABILIES 9,581 34,001 + 24,420) 
Common Stock ... 23,144 23,144 : } 
Long Term Debt 4,000 41,000a -+ 37,000| 
Surplus .......... 23,718 54,989 ++ 31,271 | 
TOTAL LIABILITIES $60,000 $153,135 +$92,691 
WORKING CAPITAL _ $26,468 $ 54,245 +$27,777| 
CURRENT RATIO ..... _ 38 2.6 — 12 | 
a) Bank debt of $21,000,000 to be retired by Preferred Stock issue 














As for public works as a potential source of orders 
for tractors and earth-moving equipment, it is inter- 
esting to note that the Departments of Commerce 
and Labor in Washington estimate public construc- 
tion expenditures this year may approximate $5 bil- 
lion, an increase of about 25 per cent over last year. 
Backlog of construction projects reported under con- 
sideration early in year was estimated at $16.4 bil- 
lion, suggesting that deferred work might require 
four to five years to complete. 

Volume of unclassified public works contracts (in- 
cluding pipe lines and affiliated distribution systems) 
was estimated at almost $900 million at the begin- 
ning of this year. Inasmuch as need for labor saving 
machinery is becoming as (Please turn to page 400) 
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1949 Midyear Re-appraisals 














of Values, Earnings and Dividend Forecasts 
x -* * 


Prospects and Ratings for Foods, Dairies, Meat Packers, 
Sugar and Tobacco Companies 


Part I 


A s we cross the half-year mark, we find general 
economic activity heading further downward with 
relatively few strong spots remaining in the business 
picture. in the months past, readjustment has pro- 
gressed a good deal with considerable acceleration in 
recent weeks, but the process obviously is far from 
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completed. Naturally, what will happen during the 
second half of the year is therefore a matter of con- 
siderable conjecture and concern. 

Some anticipate a further and protracted slump of 
sizeable proportions. Others feel that the bottom of 
the recession is coming into sight, that the business 
slide may come to a halt by year-end and reverse itself 
early in 1950. At this juncture, however, it would 
seem hazardous to attempt to set up any sort of a time 
table. We are still in the midst of transition and while 
there are a number of encouraging signs that for 
some industries the worst may be over, most tradi- 
tional signposts continue to point downhill with vary- 
ing force. Though in view of many cushioning factors 
there is good reason to believe that recession will 
hardly degenerate into depression, the most critical 
period is likely still ahead, with the prospect that 
things may get worse before they begin to improve. 

For business as well as the investor, the months 
ahead thus may bring further and serious tests. To 
assist our readers in arriving at sound investment 
decisions under changing conditions, The Magazine 
of Wall Street presents its 1949 Mid-Year Re-Ap- 
praisal Series with particular emphasis on the read- 
justment progress and outlook for leading industries, 
and the companies in these industries; the impact on 
them of price deflation and shrinking volume, what it 
will mean to profits and dividends, and potential 
future market action of their securities. 

The key to our ratings of investment quality and 
current earnings trends of the individual stocks—the 
last column in the tables preceding our comments— 
is as follows: A+, Top Quality; A, High Grade; B, 
Good; C+, Fair; C, Marginal. The accompanying 
numerals indicate current earnings trends thus: 
1 — Upward; 2 — Steady; 3 — Downward. For ex- 
ample, Al denotes a stock of high grade investment 
quality with an upward earnings trend. 

Stocks marked with a W in the tabulation are 
recommended for income return. Issues regarded as 
having above average appreciation potentials are 
denoted by the letter X. Purchases should of course 
be timed with the trend and investment advice pre- 
sented in the A. T. Miller market analysis in every 
issue of this publication. 
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Stable Business Ahead 
for... FOOD 
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By H. F. TRAVIS 


eo processors, more than any other 
group in the economy, benefit from exceptional sta- 
bility in unit demand, for regardless of boom or 
lean times 148 million Americans are certain to 
consume their daily rations, and substantial ones at 
that. In a period of significant price changes such 
as We are now witnessing, however, necessary read- 
justments in process by this vast and highly com- 
plex industry create serious problems for some of 
its divisions, though in others the impact is lighter. 
Until a more substantial degree of price stabiliza- 
tion arrives, earnings of strongly established con- 
cerns in this field will probably develop varying 
trends. 

By and large, the dollar volume of the food in- 
dustry is bound to shrink somewhat in the current 
year, partly due to declining prices and partly be- 
cause of somewhat reduced national income. Dollar 
food sales, year in and year out, have always been 
closely related to disposable income, in fact ex- 
traordinarily so. During less prosperous periods, 
though, shifts in food preferences motivated by 
considerations of economy tend to enhance or cloud 
the outlook for various producers. Even in a mod- 
erate recession such as we are experiencing thus 
far, consumer price resistance to high food prices 
has become marked, in contrast to an avid demand 
for luxury eatables until not so long ago, especially 
in meats. 
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Assurance of another excel- 
lent crop year, unless the un- 
expected occurs, points to an 
almost certainty that the 
downtrend in food commodity 
prices has not run its course. 
In coming months this means 
that practically all food proc- 
essors will experience a dip 


in dollar sales. Narrowed 
margins will follow’ un- 
less cost controls are very 


flexible and turnover unusual- 
ly rapid. More fortunate in 
this respect are apt to be pro- 
ducers of packaged foods in 
the moderate price range and 
with long established brand 
names. Adjustment of inven- 
tories to lower values has al- 
ready been accomplished by 


many concerns, reserves 
against further losses may 
stabilize earnings in other 


cases, and the fact that raw 
food prices tend to decline 
faster than those paid by con- 
sumers is an encouraging fea- 
ture. Widespread adoption of 
LIFO inventory valuations 
also should restrict losses. 

It is only by studying the 
current status of the various 
divisions in the food industry 
and some of their components 
that conclusions as to divi- 
dend potentials can be arrived 
at. Let’s start with a brief 
survey of the meat packers. 
Though volume of the “Big 
Four” in this industry rose 
slightly in the fiscal year 
ended October 31, it was wholly due to higher prices, 
for meat processed declined by about 7“c and strikes 
curtailed production. With the exception of Swift & 
Company, net earnings of the other three, Armour, 
Cudahy Packing and Wilson, declined severely from 
the previous year’s level, largely due to high live- 
stock prices that consumers were unwilling to absorb. 


Operating Problems Persist 


Early this year it was thought that the packers 
would restore their earning capacity in view of in- 
creased livestock supplies and the probability that 
reduced meat prices would stimulate demand. For 
the first half of their current fiscal year, no interim 
earnings have been available to justify this opti- 
mism but volume gains have been uniformly re- 
ported by all four companies. While Swift & Com- 
pany not only has maintained its regular 40 cents 
per share quarterly dividend but paid a special of 
70 cents in March, there is evidence that most of the 
packers are still struggling with operating prob- 
lems. Armour halted dividends on its preferred in 
May following a lapse on the common last fall; 
Cudahy just recently omitted dividends on its com- 
mon and John Morrell & Company, one of the most 
stable units in the industry, has reduced its common 
dividend to 1214 cents from the previous quarterly 
rate of 3714 cents per share. ¢ 
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Quite evidently Swift & Company is remarkably 
efficient in gauging the prices it has to pay for live- 
stock in relation to those it is able to receive for 
processed meats. Turnover of inventories by many 
of its competitors is equally rapid on perishable 
meats, but competition to secure adequate supplies 
of livestock seems to have kept their costs unduly 
high in a period when meat prices are steadily 
softening. Eventually, of course, and perhaps later 
this year, both livestock and retail prices will be- 
come better balanced, but meanwhile it looks as if 
the characteristically narrow margins of many meat 
packers will continue to be pinched by inventory 
losses, regardless of LIFO methods used in most in- 
stances. On a huge volume of business only a frac- 
tion of a cent bulks large, one way or the other. It 










is for this reason that shares in this group are pre- 
dominantly speculative, with the possible exception 
of Swift & Company and John Morrell & Company, 
the latter relatively small but with an unbroken 
dividend record since 1928. 

The dominant dairy concerns in 1949 may experi- 
ence a slight downtrend in volume for the first time 
in a decade, though unit consumption of milk, but- 
ter, cheese, ice cream and eggs should remain close 
to last year’s record level. Ample supplies in every 
category have reduced farm prices for some months 
and the trend should continue. Due to intense com- 
petition in this field, the dairy concerns have now 
begun to pass along to consumers the benefits of 
declining costs, but rapid turnover and efficient cost 
controls have enabled the leaders to maintain satis- 




























































































Pertinent Statistics on Leading Food Processors 
——1948 —Ist Quar., 1949— 
Operat- 1948 1949Estim. Invest- 
NetSales ing NetSales NetPer NetPer Net 1948 Div. Recent ment 
($ mil.) Margin ($ mil.) Share Share PerShare Div. Yield Price Rating COMMENTS 
y ° t. 1 Will in time overcome current cost-price 

Armour & Co. $1,991.4 6% $928.3edef$1.97e def$l.22 def $.90a 18.0% $5 c+ difficulties Aw senana ee 
dividends may be delayed. — 

Beatrice Foods 192.2 4.5 46.0 1.47 9.01b 9.50b 2.50 5.8 43 Al Aggressive midwest dairy concern like- 

W ly to maintain earnings at hiah level. 
Dividend improvement possible. 

Beech-Nut Packing 72:7 13.4 16.8 63 3.63 3.10 2.00 62 32 A2_ Exceptionally favorable earnings and | 
dividend record warrants confidence in 
stable payments. 

Best Foods 105.3 15.4 10.4m 2.62m 636 3.80 3.75 138 27 C+3 Inventory losses incurred probably tem- 
porary factor but current coverage of 
dividends rather slim. 

Borden Co. . 6495 5.7 1485 | 4.46 4.60 «2.55 6.4. ~—«40.~—sA2._ Strong trade position and efficient op- 

WwW erating controls assure continuity of 
, dividend payments. 

California Packing 169.2 11.5 9.380b 9.60 3.00 a7 31 B2 Moderate decline in earnings expected) 
but net should amply warrant saul 
of dividends at last year’s rate. 

Clinton Industries 54.1 29 14.8 63 1.14 2.60 2.40 9.6 25 BI | Outlook favorable due to benefits of | 
lower corn prices. No change in divi- 
dend probable. 

Consolidated Grocers 125.4 2.1 102.2¢ 2.22¢ 2.85 2.70 1.00 8.3 12 C+2 Earnings should improve in second halt 
after dealer accumulation of inventories 
becomes normal. . Dividend seems secure. 

Continental Baking 161.2 9.0 36.9 90 5.84 5.00 1.75 12.5 14 C+3 Slight de decline in net income possible 

no threat to dividends at present 
rates. 

Corn Products Refining 171.9 10.2 37.5 1.14 4.21 4.40 3.60 6.1 59 Bl Uptrend in net from 1948 reduced level 

X indicated, because of lower corn prices. | 
Dividend safe. 

Cream of’ Wheat 9.7 23.9 27 54 2.36 2.50 2.00 8.0 25 C+! Long established specialist with aa 
pects of steady sales and widened mar- | 
_gins in 1949, Dividend coverage ¢ ample. | 

i 67.9 J 1 - - . : i ~ Current operating difficulties. " consid-| 

Cudahy Packing 567 6 293.5e . 36 45 60g 10.0 6 B2 pe ln: nt Pet 39 Me si 
hold in coming months. 

General Baking I 10.5 8. 6 25.9 .26 2. 56 I 80. 1.00 10.0 10 cz + ry Lower prices for flour and sweetenings a) 
favorable factor. Reduced costs should | 
maintain satisfactory earnings. } 

General Foods 463.3 8.1 127.8 1.32 4.25 4. 30 2. 00 4.8 42 BI | Growing demand for frozen foods and 

x company’s packaged items, together, 
with reduced costs, likely to establish | 
dividend stabil ity. 

General Mills 458.5 5.5 316.0k 5.83 5.40 2.50 5.5 45 A3 Further moderate ‘decline in earnings) 
in sight. 50 cents quarterly dividend 
secure but extras may vary. 

Heinz, H. F. 169.5 72 89.7 f 1.98 f 3:32 3.25 1.80 5.0 36 A2 Lower | material costs and favorable de- 
mand should stabilize net earnings as 
well as dividends. 

Hunt Needs 34.9 8 iVJc cree 42 50 1.00 10.0 10 c+2 Inventory losses and heavy promotional 
expenses cutting into margins. Divi- 
dends uncertain. 

a—No dividends paid t to dot in 1949, d—Six months ended April 30. k—9? months ended February 28. 
b—Fiscal years ended Feb. 28, 1949 and 1950. e—26 weeks ended April 30. m—9 months ended March 31. 
c—36 weeks ended March 5, 1949. f—Six months ended October 31, 1948. p—Six months ended February 28. 
g—June, 1949, dividend omitted. | 
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factory profit margins, though these are tradition- 
ally small in the industry. Inventory losses are more 
easily minimized by the dairy concerns than by the 
meat packers due to less volatility in prices at the 
supply end. At the end of 1948, the leaders all were 
carrying conservative stocks and values had been 


with a year earlier. Earnings are not available for 
the first quarter, but there is little to surmise that 
for the full year they will vary significantly from 
a year earlier. Borden Company’s net for twenty 
years past has averaged only 3.55 cents per dollar 
of sales, but dividends have been paid without in- 







































































well readjusted. Working capital was of peak pro-_ terruption for half a century, attesting to exceeding- 
portions because of retained earnings or long term ly good operating efficiency in every readjustment 
borrowing at low rates, and modernization of facil- period. National Dairy Products Company, leading 
ities should prove fruitful in holding down operating the field with sales of $986.4 million in 1948, has not 
costs in the current year. failed to pay a dividend since its incorporation in 
On the whole, while sales of the dairy concerns 1924. In the last ten years, Beatrice Foods Company, 
may recede in 1948 because of price factors, the operating in the Midwest, has tripled its annual 
trend in the first quarter was somewhat upward. volume and more than doubled its net earnings, 
This, however, can hardly continue; in fact will incidentally paying regular dividends for the past 
probably be reversed in the second half, compared 14 years. The shares of (Please turn to page 398) 
Pertinent Statistics on Leading Food Processors 
_ ——1948——. —Ist Quar., 1949 _ be 
Operat- 1948 1949Estim. Invest- 
Net Sales ing NetSales NetPer NetPer Net 1948 Div. Recent ment 
($ mil.) Margin ($ mil.) Share Share PerShare Div. Yield Price Rating COMMENTS 

Hygrade Food Products 160.5 8 33.0 1.78 1.80 100 83 12 C€+42 Steady volume in April quarter indi- 
cates that December annual dividend 
may equal $I paid in 1948. | 

Libby, McNeill & Libby. 153.6 6.5 1.05b 1.10 75 10.7 7 C2 Price readjustments may slightly reduce 
net but conservative 25 cents semi- 
annual dividend should hold. 

Morrell, John 296.1 1.9 160.8 e 3.23 2.00 1.87 9.3 20 B3 Efficiently managed meat packer tem- 
porarily hampered by operating prob- 
lems. Reduced 12!/, cents quarterly divi- 
dend may be lifted later. 

National Biscuit 296.3 13.2 75.6 77 3.11 3.60 2.00 6.1 33 BI Outlook favorable, due to modernized 
facilities. Stability of dividends on high 
quality stock assured. 

National Dairy Products 986.4 2.8° 220.8 4.04 4.10 1.80 6.0 30 A2_ Earnings potentials enhanced by lower 

W material costs. But capital needs may 
preclude improved dividends. 

Penick & Ford 40.8 ¥2 9.5 60 2.86 3.00 1.90 6.3 30 Bl Should benefit from lower corn costs in 
1949. Ample coverage of 40 cents quar- 
terly dividend probable. 

Pet Milk 153.5 4.1 37.8 43 4.55 4.60 1.00 4.5 22 B2 Dip in earnings should level off this 

| year. Conservative 25 cents quarterly 
dividend appears secure. 

Pillsbury Mills 226.9 3.3 152.8k 6.13 5.60 2.00 7.4 27 B3 Recession in profits may continue but 
no change appears likely for common 
dividend rate. | 

| Purity Bakeries 74.6 99 20.9 1.10 4.93 4.00 2.55 9.8 26 B3 Long strike in New York affecting earn- | 
ings but probably not enough to en- 
danger dividend rate. Long term pros- | 
pects good. 

Standard Brands 283.6 32 62.9 50 2.05 2.20 2.00 10.5 19 C+2 Near term recovery from temporary 
earnings dip expected. 1949 net should | 
warrant dividends et recently reduced | 
rate. 

Stokely-Van Camp 95.1 6.0 49.5p 1.97 1.80 1.00 9.1 I C-+2 1949 earnings should not vary much from 
a year earlier, thus lending confidence 
in well sustained dividends. 

Sunshine Biscuits 02:7 132 25.9 1.69 6.78 7.00 3.00 7.1 42 B2 Lower material costs permitting ample 
margins. Net should compare favorably 
with 1948. Dividend secure. 

Swift & Co. 2,361.1 1.6 1,117.3d 3.02 3.10 2.60 9.0 29 B2 _Increased stability in meat prices should 
create another satisfactory year. No 
change in dividends indicated. 

United Biscuit 87.7 10.9 21.6 1.39 5.36 5.40 1.50 6.8 22 B2 Bright outlook for steady earnings in 

WwW current year. Quarterly dividends may 
be supplemented by extras. 

WwW ki ? é 5 : i : Faci tition but good | 

ard Baking 86.1 8.5 19.8 80 4.63 3.90 1.85 14.2 13 a Hh ny ig he 9 5 pene oll divi. 
dend rate should hold. 

Wilson & Co. 704.7 a2 179.3 2.70 2.50 2.00 22.9 9 B2 Improved cost-price spread may lift 
1949 earnings. Possible extra may sup- 
plement quarterly dividends. | 

a—No dividends paid to date in 1949. d—Six months ended April 30. k—9 months ended February 28. 

b—Fiscal years ended Feb. 28, 1949 and 1950. e—Six months ended May 31, 1949. m—9 months ended March 31. | 

| c—36 weeks ended March 5, 1949. f—Six months ended October 31, 1948. p—Six months ended February 28. | 
g—June, 1949, dividend omitted. | 
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Cuban sugar producers anticipate a crop of 
about 5.6 million short tons, consider- 
ably below last year’s of 6.7 million tons 








The Outlook for 


SUGARS 


By FRANK R. WALTERS 


rn sugar refiners seem likely to 
experience some improvement in earnings this year 
compared with last, though their 1947 net will prob- 
ably stand as the postwar peak for some time to 
come. In contrast, producers of both cane and beet 
sugar can hardly be expected to match 1948 earnings 
in the current fiscal year. These varying trends in- 
vite study, since the MWS Index of sugar stock 
prices is hovering close to its low since 1944. 

The Office of Foreign Agricultural Relations has 
estimated that world production of beet and cane 
sugar in the 1948-49 season will be 37.3 million tons, 
8% above the previous year and 7% more than the 
1935-39 average. This constitutes an all-time high, 
but allowance must be made for substantial varia- 
tions according to source and type of sugar. Sugar 
output in the United States, Cuba and India was im- 
portantly reduced last year, but was more than offset 
by increases in Puerto Rico, the Philippines, Mexico, 
the British West Indies, Java, Formosa, Australia 
:~d South Africa, not to mention the U.S.S.R. Pro- 
duction of cane sugar in the United States was up 
but output of beet sugar was sharply down. 

As domestic demand for refined sugar seems cer- 
tain to remain stable at around 7.5 million tons and 
world supply of the raw material is abundant, it 
might be thought that the outlook holds no great un- 
certainties except for the logical expectation that 
supply-demand factors might tend to bring lower 
prices to consumers, as has happened with so many 
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other commodities. It so happens, though, that the 


Sugar Act of 1948 has continued to leave the entire | 
domestic sugar industry in the role of a guinea pig 
under strict Government controls over output, allo- 
cation of imports and hence indirectly over prices. 
Furthermore, Washington establishes quotas for all 
foreign suppliers and is periodically revising them to | 
the benefit of certain countries in order to compen- | 
sate for output deficiencies at home or in other | 


| 


directions. | 





How Quota System Works 


While the aim of this legislation of course has 
been to overcome in some degree the traditional in- 
stability of the sugar industry, for the presumptive 
benefit of producers, refiners and consumers, the 
program does not always work according to sched- 
ule. Last year, for example, the Government over- 
estimated domestic consumption at 7.8 million tons, 
with the result that sugar prices declined substan- 
tially and some inventory losses were incurred by 
leading refiners. In an effort to correct matters this 
year, the 1949 marketing quota was reduced to 7.25 
million tons, a mark so low that it will probably be 
raised in the second half year. Meanwhile sugar 
prices have firmed somewhat compared with last 
year and their future course is confused by realloca- 
tions at the supply end in foreign countries. Twice 
recently, the effective supply of raw sugar has been 
swelled by several hundred thousand: tons through 
adjustment of quotas in Cuba and elsewhere to make 
up for reductions in the Philippines and other for- 
eign countries, but even so the supply must be fur- 
ther expanded if the 7.25 million ton mark is to be 
reached, aside from a probability that this ceiling 
could be passed by refiners if additional quantities 
were made available. It will be seen that while do- 
mestic refiners have no direct quotas, the amount of 
sugar they may receive is strictly controlled at the 
supplier end. 

Cuban sugar producers in the current year antici- 
pate a crop of about 5.6 million short tons, consider- 
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less than a year earlier. 


ably below last year’s output of nearly 6.7 million 
tons. Early in 1949, the Cuban quota for shipments gardless of a downtrend in sugar prices. Some offset 
to the United States was set at 2,091,550 short tons, will be provided by subsidies to be derived from the 
but has since been substantially increased to around industry, profit and capital stock taxes, but the bene- 
2.6 million tons. Unless this figure is again raised, fit from this direction will probably not be very im- 
though, deliveries to the United States will fall well pressive. Net earnings in 1948 were much lower than 
short of the 2.94 million ton final quota of last year. in the lush 1947 year, though still satisfactory. Prof- 
While world markets will absorb the full Cuban pro-_ its in 1949 will be somewhat adversely affected not 
duction, prices in foreign countries have been weak- only by reduced sales but by a sharp drop in prices 
ened by the large over-all supply. Thus volume of the for blackstrap molasses as well, while depressed 
leading Cuban sugar producers in the fiscal year market conditions for industrial alcohol have led to 
generally ending September 30 undoubtedly will be a virtual shutdown in the distilleries. Since divi- 


Earnings Outlook for Cuban Producers 


The outlook for earnings by the Cuban companies assured of a 1.2 million top crop this year, about 
is clouded because the Cuban Government has de- 10% higher than in 1948. (Please turn to page 397) 





creed that wages must be held at the 1947 level, re- 












dends of the stronger companies have been very 
conservative, their prospects for stability are en- 
hanced, though payment of extras may be restricted. 

Sugar companies operating in Puerto Rico seem 













Statistical Summary of Sinie Companies 






























































































































—— 1947*__ Invest- 

Post War High 1948*—_ 1948* Div. Recent Price Range ment 

NetSales NetPer NetSales NetPer Div. Yieldt Price 1948-49 Rating 
: puh.¢ ee ($ mil. ) ___ Share _$mil.) Share 2 : COMMENTS eee 

Cuban-Dominican Producers eee, is 
Cent Vv . j k 9 - 9! Cuban operat f a babl 
entral Violeta Sugar $11.2 $7.23 $8.7 $3.81 $2.00 20.0% $10 15 94, C+3 pa ene Seine oe He 
dividend stability clouded. 
Cuban-Ameri ' 66.5 4.27 > ws 14 Vq-12! Recent reduction of quarterly di 
uban-American Sugar 70.4 6.13 66.5 427 2.50 17.8 14 17Yg-12Y%4 C+3 pres yea ~ pes Sg yacets 
probably lower earnings. 

Cuban Atlantic Sugar 86.0 10.68 34.0 8.35 3.00 20.0 15 2634-1434 Cry Somewhat reduced earnings may be | 
expected but 50 cents quarterly 

; dividend may not be affected. 

Francisco Sugar : 18.5 8.06 17.4 5.76 2.00 22.2 9 1634- 9 C3 Fiscal year ended June 30 probably 
less profitable than previous period, 
thus restricting extra dividends. 

Guantanamo Sugar 8.0 4.83 6.5 227 1.00 14.3 7 9 .§ C3 Earnings likely to dip. Paid $1 per| 
share last July but no action esas 

, thus far in 1949. 

Manati Sugar . ete Oe 5.16 15.1 3.56 1.00 14.3 7 1034- bY C3 Considerably lower earnings in pros- 

pect and dividends may not equal 
— $1.20 paid in 1948-49 fiscal year. 

Veittentes: Camaguey 25.9 5.28 28.8 4.25 2.50 20.8 12 15. 10. “CH Hardly likely, that net will continue | 
at last year’s rate of $4.25 a share, 
but dividend may prove stable. 

West Indies Sugar 44.2 10.28 43.2 8.20 3.50 19.4 18 2634-1654 C43 Somewhat reduced earnings in sight. 
75 cents semi-annual dividend seems 

< secure but smaller extras possible. 
Puerto Rican Producers Tac Sho 7; Rar ee ae en - 
Central Aguirre Sugar 14.8 2.83 11.7 1.07 2.277. 15.1 15 1874-15 B—3 ty cents quarterly dividend subject 
© 29% Puerto Rico income tax and 
‘ stability not well assured. 

Fajardo Sugar 11.6 9.62 13.1 3.83 4.50b 20.5 22 3314-19 C3 Sale of sugar lands last year caused 
large distributing dividend but also 

a! moo! ; - clouds earnings potentials. 

Seuth Porto Rico Sugar 34.7 12.00 30.5 6.98 7.00 23.4 30 44 -26% B3 Long established and_ financially 
strong sugar producer. $! quarterly 
dividend seems safe despite prob- 

ite bs on). AE ae =: ably lower earnings. 
Beet Sugar Producers _ os 

American Crystal Sugar 25.4 4.59 32.1 2.96 1.204 8.6 14 22'/4-14 Cl! Higher beet sugar prices fore- 
shadow moderate uptrend in earn- 
ings. Conservative dividend not 

ee Si a eee ee ee eee w aS 7 likely to change. 

Great ‘Westen Suger Lf a | 1.89 50. 6 2.18 Z. 00. a -* 7 17 23'/- 16 “CF | Well integrated producer and re- 
finer of beet sugar with rather well 
po prospects of stable divi- 

Setanta pe ee re eee a ae. a a dent. 

Holly Sugar 27.2 1.02 44.0 2.66 1.00 a 5.7 17 30%,- 15\/y ci Ou discoveries on beet lands have 
added speculative appeal to shares. 
Dividend continuity expected. 

Refiners — ae : 

American Sugar Refining... 302.2 15.84 245.1 10.07 4.00 11.4 35 41 -3134 B—2 Leading refiner with strong trade 

position and favorable outlook. $4 
; ws a annual dividend seems safe. 
National Sugar Refining... 155.4 4.84 109.0 3.33 2.00 8.7 23 2554-20 C+2 Prospect of well maintained spread 













between refined and raw sugar 
prices indicates no change in divi- 
dend. 








[Based upon 1947-48 fiscal year tind, 


*—1946-47, 1947-48, 1948-49 fiscal years, respectively. 







a—1948-49 fiscal year dividends. 
b—Plus $9.51 liquidating dividend. 
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By H. S. COFFIN 


he outlook for 1949 holds much 
that is reassuring to shareholders of 
leading cigarette manufacturing con- 
cerns. First quarter reports generally 
showed encouraging gains in volume 
and earnings in marked contrast to 
other industries forced to struggle with readjustment 
pangs. Producers of cigars, chewing tobacco and snuff 
face variable prospects, but on the whole their busi- 
ness in the current year should prove fairly stable. 
For rather clearly indicated reasons, though, it is 
quite possible that well entrenched cigarette firms 
may establish a new round of records this year. 

Domestic production of cigarettes, based on tax 
paid withdrawals, increased about 5.9% in the first 
1949 quarter, a significant factor considering that 
consumption in the United States last year reached 
an all-time high of about 350 billion units. Prospects 
of increased unemployment and lessened disposable 
income constitute little threat to well sustained ciga- 
rette sales, if past records are a reliable guide. As a 
low priced luxury, tobacco in this special form tends 
to remain in strong demand in all periods, and an 
increase in leisure time helps to expand the opportu- 
nity for smoking. Also, our expanded population is a 
transcendent factor in assuring the industry of con- 
tinued growth, with an expanding number of women 
smokers partly accounting for a more than three-fold 
rise in total per capita consumption of cigarettes in 
little more than two decades. All said, there is good 
evidence why demand in the current year should re- 
main highly satisfactory. 

On the supply side of the picture, there are a num- 
ber of factors that fortify confident expectations. 
Practically all of the larger competitors have now 
completed their postwar modernization and expan- 
sion programs, in the process not only enlarging ca- 
pacity but increasing the speed of output. The process 


386 


of manufacturing cigarettes that account for the bulk 


The Varying Status for 
The TOBACCO 


Companies .... 























of total volume by the Big Four is highly mechanized, 
as is well known, but improved machinery installed 
since the end of the year has nearly doubled the speed 
of stemming tobacco, while elaborate equipment auto- 
matically turns out cigarettes and packs them in car- 
tons at the astonishing rate of 75,000 per hour. It can 
readily be envisaged how productive a battery of these 
machines can be. 


Heavy Inventory Accumulation 


As for supplies of leaf tobacco, the leading concerns 
have been accumulating inventories at an unprece- 
dented rate in the last two years, and thereby have 
succeeded in doing away with the need of allocating 
cigarette sales to dealers, while at the same time 
curing enough additional tobacco to meet expanding 
demand for a year or so ahead. In this respect the 
industry is now very fortunately situated, although 
high prices have had to be paid and large scale financ- 
ing has been required. Tobacco prices have continued 
to be firm for many months past, due to heightened 
competition at the auctions, reduced acreage and Fed- 
eral price supports at 90% of parity. There is little to 
indicate any significant downtrend in tobacco prices, 
due to Government controls in effect, and as the Agri- 
cultural Act of 1948 provides for a new method of 
computing parity at the end of 1949, a stiffening of 
prices may be possible. 

While higher leaf costs have narrowed profit mar- 
gins of the leading cigarette manufacturers compared 
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with prewar, increased volume and prices have proved 
an offset that has permitted net income to rise. It is 
interesting to note that little or no consumer resist- 
ance to advanced prices occurred when cigarette 
prices were lifted 50 cents a thousand in April and 
October, 1946, and an additional 35 cents per thou- 
sand last July. The latter rise meant only a penny or 
so a pack at retail, depending on the purchase source, 
but to manufacturers producing units by the billion 
the benefit was substantial. It should be realized that 
in comparing the progress of various concerns in 
1948-49 periods, allowance must be made for differ- 
ent prices in the two first half years. In the second 
half, operations will be more comparable, for there 
is little chance of another price rise. The leading con- 
cerns seem to have astutely gauged just how far they 
could raise prices without encouraging competition 
from cigarettes with a lower price tag. In at least 
one former period, when tobacco prices slumped, the 
advent of a ten cents pack cost the dominant concerns 
a share of the total market they have never been able 
to recover, though they still command 85% of indus- 
try volume. 

In recent years, large concerns such as American 
Tobacco Company, R. J. Reynolds, Liggett & Myers, 
Philip Morris and P. Lorillard have achieved signal 
success in expanding unit sales of their respective 
cigarette brands, and should continue to do so 
throughout 1949. Brand preferences, though, seem 
unlikely to change much as measured by last year’s 
proportionate sales by the entire industry, when 
American Tobacco’s “Lucky Strike” accounted for 


29.5%, R. J. Reynolds’ “Camels” for 27.4%, Liggett 
& Myers’ “Chesterfields” for 20.2%, P. Lorillard’s 
“Old Gold” for 4.4% and Philip Morris for 8.3%. In 
appraising per share earnings potentials in 1949, 
these percentages carry relatively little weight; what 
will count most is the ability of the various competi- 
tors to attract new customers. This in turn points to 
unusually large promotional outlays that may restrict 
earnings gains in the current year. One has only to 
turn on radio or television sets to find tobacco con- 
cerns foremost in sponsoring some of the most ex- 
pensive programs. But experience has taught that 
such elaborate advertising has paid off well at the 
dealer end, the special aim, and has consequently been 
beneficial to sales and earnings of manufacturers. 


Stable Dividends Ahead 


On balance there seems ground for confidence that 
dividends paid by the leading cigarette manufactur- 
ers will remain stable in the current year, and that 
they may be moderately improved in some cases. The 
record inventories now carried have been comfortably 
financed by long term issues of low rate funded debt 
or preferred stock issues that provide an interesting 
leverage for the equities in a period of expanding vol- 
ume such as the present. The traditional stability of 
this industry in both good and bad times has enabled 
a number of the sounder concerns to be liberal in their 
dividend policies and there is nothing in sight that 
suggests a change in this respect. 

The market behavior of (Please turn to page 397) 
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Tobacco Companies | 





1948 
NetSales 
($mil.) 


—Ist Quar. 1949— 
Oper. NetSales Oper. 
Margin ($mil.) Margin 


1948 
Net Per 
Share 








1949 
Estimated 1948 
NetPerShare Div. 


Div. Recent ment 


Yield Price Rating 


Invest- == | 
COMMENTS | 
| 





American Snuff ...... $13.0 24.0% $3.6 n.a. $3.77 





Strong finances, well maintained | 

volume and margins indicate sat- | 

isfactory earnings for 1949. Divi- 
dend appears stable. 


$3.50 $2.00a 5.3% $38 B3 





American Tobacco 873.5 9.3 201.0 n.a. 








Uptrend in volume and earnings 
in first quarter suggest continued 
high level prosperity. Last divi- 
dends equal to $4 per share likely 
to be repeated. 


Al 





Bayuk Cigars 38.4 9:2 6.9 4.0% b 2.40 


Overstocked dealer situation and 
higher costs may adversely affect 
1949 profits. 37'/2 cents quarterly 
dividend reduced to 20 cents 
recently. 


B3 





General Cigar .. 40.1 4.1 7.3 4.6b 2.44 


1948 volume of $40 million may 
not be matched this year, but 25 
cents quarterly dividends prob- 
ably will be paid. 


C3 





Helme, G. W. on 9.5 2.6 n.a. 2.47 


Third largest snuff manufacturer 
with strong cash position. Stable 
dividends expected with prospect 
of year-end extra. 


2.60 2.20 8.1 27 A2 





556.5 9.6 133.4 n.a. 


Liggett & Myers 
WwW 


6.2 8| Al 


Very satisfactory year in prospect. | 
Dividends should continue at $1 
quarterly with chance for year-end 


extra. 





Lorillard ..... 140.3 7.5 n.a. 


Well sustained demand for Old 
Gold cigarettes may offset less- 
ened demand for manufactured 
tobacco. Year-end extra should 
supplement quarterly dividends. 


22 BI 





Philip Morris .. 228.4 10.0 





Reynolds Tobacco *B”".. 715.8 9.3 ~ 





Aggressive sales policies should 
lift 1949-50 fiscal year net. Divi- 
dend coverage ample. 


“175 «42 2~«A2tSt*«&@N 





Continuing volume uptrend should 
be extended. No change in divi- 
dend policies anticipated. 


340 2.00 5.4 Al 





n.d. 


U.S. Tobacco 
WwW 


Sharply increased 1948 earnings 
may not be fully equalled this 
year but dividend stability as- 
sured and a year-end extra should 
occasion no surprise. 


1.50 1.35 6.7 20 BI 





n.a.—Not available. 
a—Includes $0.75 extra payable after year-end. 








b—Pre-tax operating margin. 


c—Fiscal year ended March 31, 1949. 
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Mixed 


However uncertain may be the 
outlook for the general market— 
and surely further downside tests 
are ahead as earnings in cyclical 
industries fall considerably — it 
remains, as usual, ‘fa market of 
stocks.”’ Thus, the broad indexes 
fell to new postwar lows in June, 
but for a good many individual 
stocks the bottoms to date are still 
those made in 1947 or 1948. A few 
examples, none of which got with- 
in even close striking distance of 
their lowest 1947 or 1948 prices, 
whichever were lowest, one the 
June sell-off, are Best Foods, Joy 
Manufacturing, Shell Union Oil, 
Chicago Corp., American Power 
& Light, Continental Oil, Dow 
Chemical, Lorillard, May Depart- 


ment Stores, National Dairy 
Products, Texas Gulf Sulphur, 
Union Carbide, Merck. Many 


others could be cited. 


further rise in earnings in this 
year or to only an insignificant 
shrinkage therein should follow 
the downward trend of others 
facing a sharp drop in profits. 
But it has to be noted that pure 
logic has never worked in the 
stock market before. A kind of 
psychological suction, plus some 
forced selling, has pulled down a 
majority of even the best invest- 
ment-grade stocks in past bear 
markets. Whether it will be dif- 
ferent this time, in view of the 
insignificant margin debt and the 
long psychological preparation for 
the business recession, remains to 
be seen. Probably a safe conclu- 
sion is that, even if they hold up 
well, they are not likely to rise 
much against a general market 
trend. Thus there is certainly no 
hurry about buying, and possibly 
something to be gained by wait- 
ing. This, of course, does not rule 
out carefully selected purchases 





whose income needs are such that 
they cannot “get by’ without 
keeping funds employed on a 
fairly high yield basis—available 
only in common stocks—and who 
are in no position to dip into cap- 
ital to meet living needs. But 
they have to recognize that, how- 
ever sound may be the long run 
values, they might be “under 
water” for some time on the best 
stocks that could be selected today. 


Two-Way 


We are on a two-way street as 
regards dividends. Some payments 
are being cut or omitted, some 
increased. But the traffic is heav- 
iest on the downward side. More 
and more the increases, so com- 
mon last year, are becoming 
“news” because unexpected. For 
that reason, as well as because a 
cheerful note is welcome in the 
present not to happy market at- 











im a6 & 8 SA et ee a ee 


_— ee le ae. ce ee a ee ee a ee ee eee, 


one «8 eS ee 2 ee ee ee ee 


+ 4 


as 


=e Ss A 


Support by the minority of investors mosphere, we cite liberalized pay- 
There are a fair number of 

stable-income stocks which so far 

have held not only above their INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1947-1948 lows but have also met 1949 1948 

support at or above their reaction I siicitdttoittendecuaitowties Year April 30 $1.41 $1.04 

lows of February, 1949. A partial per NES aon cere ice iaetcccexs May 31 quar. 1.47 1.23 

list includes American Chicle, Bi OVAMWVEIEN o2ei.:0sasssdecssesicdecctiatenwalcus Year May 31 8.24 8.05 

American Gas & Electric, Amer- Champion Paper & Fiber...........0.....00cc00000+. 11 mos. Mar. 31 8.70 7.34a 

ican Home Products, First Na- MARINES PRINS 5's, 525 ceed oustens dc cence cs cachaesaenens May 31 quar. -36 32 

tional Stores, Helme, Indianapolis SE IN TOL May 31 quar. 2.16 1.61 

Power & Light, Southern Natural Kelsey-Hayes Wheel “B”.....2.....0...0.0.0000.. May 31 quar. 1.53 1.08 

Gas and Woolworth. Murray Corp. o.....0..0..cccccccccccesceseseeseeseeeeees 9 mos. May 31 3.50 1.55 

zs Walker (H.)-Gooderham & Worts.......... May 31 quar. 2.07 1.51 

Suction Woodall Industries ...........cccccccccccceseseeseess 9 mos. May 31 2.47 1.90 
In pure logic there is no reason a—Year ended April 30. 

why stocks subject either to a 
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ments in recent weeks by such 
companies as American Gas & 
Electric, American Bakeries, Bea- 
trice Foods, Grayson Robinson, 
Safeway Stores, Food Fair Stores, 
New England Gas & Electric, 
Florida Power, Missouri Public 
Service and Studebaker. 


Groups 


As of the close of trading on 
June 30, the midway point in 
1949, the following stock groups 
were either somewhat higher 
than they were at the end of 1948 
or had virtually held their own: 
air transport, confectionary, con- 
tainers, drugs and_ cosmetics, 
finance companies, foods, gold 
mining, grocery chains, shipping, 
shoes, natural gas, motion pic- 
tures, tobacco products, electric 
utilities and variety chains. Some 
of the big losers on the first half- 
year were: rails and rail equip- 
ment, steels, autos and auto parts, 
farm equipment, electrical equip- 
ment, building materials and meat 
packers. 


Exceptions 


The rally from the June lows 
has not amounted to much up to 
this writing, yet a few stocks 
have managed either to establish 
new 1949 highs or come within 
fractions of doing so. Some of 
them are: Merck, National Tea, 
First National Stores, Safeway, 
Kresge, Kress, Allied Stores, Na- 
tional Dairy Products, Federated 
Department Stores, Jewel Tea, 
Melville Shoe, American Home 
Products, American Power & 
Light, Parke, Davis; Hiram 
Walker and Woolworth. These are 
cited as a matter of interest, not 
as buying recommendations at 
this time. 


Textiles 


This column has_ previously 
warned against over-bearishness 
on textiles, in view of the severe- 
ity of the supply-demand adjust- 
ment heretofore effected. Now 
there is some rebound in this field, 
most notably so in rayon. Many 
of the stocks are doing better, 
with Industrial Rayon having had 
one of the largest rallies in this 
group. Probably the worst has 
been seen, although the textile 
business could sag again after this 
spurt of reordering, if the gen- 
eral business shrinkage becomes 
deep enough; and the late textile 
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boom is certainly not going to be 
resurrected. The best that can be 
expected for the foreseeable fu- 
ture is periods of fair volume. 
Sound advice now would be not 
to get too hopeful if some of these 
stocks should rally further. 


Children 


According to a recent Depart- 
ment of Commerce release, the 
population of the United States 
has increased a little over 10% 
since April, 1940; but the number 
of children under 5 years of age 
has increased over 42° ; and the 
number from 5 to 9 years of age 
over 20%. This means that over 
nearby years there will be a large 
increase in the child population 
of elementary-school and high- 
school ages; and subsequently a 
large increase in the number of 
young people of college age. Un- 
doubtedly there is some business 
significance in this on a longer- 
term basis, but it is not easy to 
boil it down for selective invest- 
ment purposes. Obviously, the 
market for children’s apparel, 
toys, sports goods, etc. is going 
to broaden; and, obviously, school 
facilities must be enlarged. Per- 
haps the two most clear-cut bene- 
ficiaries are Best & Co., one of the 
higher-class New York City de- 
partment-store companies, since 
an important portion of its vol- 
ume has long been in children’s 
apparel; and American Seating, 
on the school equipment and sup- 
ply end. Neither of these two 
stocks is of investment grade, al- 
though Best has a pretty good 
record. The current yields are 
good and the dividends are likely 
to continue—but the same could 
be said for a number of stocks of 
equal or better quality. Seating 
has fared considerably better 
than the market since we first 
commented on it, and continues 
to do so. But this column does not 


expect it to be any “ball of fire.” 
Omen? 


The record phase of expansion 
in the capacity of the electric 
utility industry is likely to con- 
tinue at least through 1950. The 
industry’s credit status is such— 
and the outlook for the high- 
grade bond market is such—that 
it could easily obtain all needed 
external financing by flotation of 
senior obligations. But on sound 
business principles it is desired to 
hold debt to no more than around 
50°o of capitalizations. So a good 
deal of equity financing is needed. 
One leading company, American 
Gas & Electric, has taken the bull 
by the horns and laid the cards 
on the table—to use a mixed but 
apt metaphor. It has decided that 
the only way to do equity financ- 
ing in adequate volume without 
unduly depressing the price of 
the stock is to sweeten up the 
dividend; and it states that stock- 
holders are entitled to a larger 
share of the present good earn- 
ings anyway. So the $2 dividend 
rate has been boosted to $3. The 
management states that it intends 
to offer additional stock around 
October 1 on a 1-for-9 basis, and 
that there probably will be an- 
other offering in the latter part 
of 1950 on a 1-for-12 basis. The 
stock rose briskly on the divi- 
dend change, but at current levels 
yields about 7%. It may well be 
one of the most stable utility 
issues for a protracted period, 
since the $3 dividend puts a good 
floor under it, while the coming 
equity financing puts a ceiling 
above it, and probably close to 
present levels. Perhaps other 
utilities will see the wisdom of 
giving their common stockholders 
a better break on dividends, if 
they want to raise more equity 
capital from them. With gross 

(Please turn to page 405) 





























DECLINES SHOWN IN RECENT EARNINGS REPORTS 

1949 1948 

Meet MN GR oo onsen aed occu gnceeea dite tontiatncdane . 6mos. May 31 $ .34 $ .43 
Brown-Forman Distillers .......................... Year April 30 5.26 6.89 
GNNNGN RMON ocd cec cus ves cneesecccs eseccccden seuss . May 31 quar. -53 2.80 
Oe aD TO ARR CRP Cr ROPrEPERPOPET OR ere or ROCCE: 6 mos. April 30 05 45 
Firestone Tire & Rubber............................ 6 mos. April 30 4.02 6.04 
Gar Woods Industries ..........................06.. May 31 quar. .06 79 
Great Atlantic & Pacific Tea Co............... Year Feb. 28 17.67 18.21 
HMMM TA We ae eax Sa doe yes Sccsizde concn eeidawaesuerntudacas 9 mos. April 30 def. .77 1.12 
re eat oa oso foes occ ss coy cascenesacees aks May 31 quar. def. 1.32 72 
| Aa NANE RRA 25 oo oo ae ae ca alas Sack gntesoees Year April 30 5.50 7.08 
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The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. This service in conjunction with your 
subscription should represent thousands of dollars in value to you. It is 
subject only to the following conditions: 

1. Give all necessary facts, but be brief. 

2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self- 


addressed envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Phillips Petroleum Corporation 


“I hear that earnings of petroleum 
companies are expected to be lower this 
year and therefore am particularly in- 
terested in recent earnings and outlook 
for Philips Petroleum Corporation.” 

W. M., Berwick, Pa. 

Earnings of Phillips Petroleum 
Corporation in the second quarter 
of this year are expected to show 
only a moderate change from the 
$2.10 a common share of the first 
quarter, but will probably be 
slightly lower. This would com- 
pare with $3.03 a share for the 
second quarter of 1948 and would 
bring 1949 first six months earn- 
ings to approximately $4.00 a 
common share. For the first half 
of 1948, the company reported 
profits of $6.03 a common share. 


In addition to adverse factors 
affecting the oil industry gener- 
ally this year —lower refinery 
products prices and reduced crude 
output — profits of Phillips have 
been curtailed by certain special 
influences. 


In the first quarter, the decline 
in profits to $2.10 a common share 
from $3.00 a share the year be- 
fore was due in part to the fact 
that Phillips obtains a relatively 
larger proportion of its sales in 
the West than do certain large 
eastern companies, and thus felt 
the effects of the curtailment of 
motor travel in western states by 
last winter’s exceptionally heavy 
snows. The relatively low western 
auto travel also raised costs, in- 
cluding expense of storage of un- 
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used gasoline. During the second 
quarter, Phillips has been hit rel- 
atively heavily by the curtailment 
of crude oil production in Texas. 
Phillips depends on Texas for 
about 50% of its crude oil sup- 
ply, and most of the 25% cut in 
Texas production allowances since 
the start of this year has become 
effective during the second 
quarter. 


Outlook for the balance of the 
current year indicates somewhat 
lower profits than the record level 
of 1948 but the regular 75c quart- 
erly dividend should be amply 
covered by earnings. 


Nash Kelvinator 


“Please advise on the expansion pro- 
gram of Nash Kelvinator and its work- 
ing capital position and recent earnings.” 

B. M., Maple City, Mich. 


Despite the general readjust- 
ment through which nearly all 
lines of business have been pass- 
ing recently, sales and net earn- 
ings in the first quarter 1949 of 
Nash Kelvinator Corporation and 
subsidiaries were running well 
ahead of last year and working 
capital on March 31, 1949, was 
$6,766,083 greater than at the 
close of the 1948 fiscal year last 
September 30. Net working cap- 
ital on March 31, 1949, including 
$48,027,350 cash and U. S. Gov- 
ernment securities, amounted to 
$70,543,560 compared with $63,- 
777,477 six months earlier. Net 
sales of $96,243,590 for the quart- 


er ended March 31, 1949 were 
14% greater than in the preced- 
ing three months, making the 
total for the first half of the cur- 
rent fiscal year $180,521,625 com- 
pared with $143,536,317 in the 
like period a year ago. 


Net earnings of $7,136,524 for 
the March 31 quarter compared 
favorably with profits of $5,859,- 
289 in the preceding quarter. The 
six months total this year was 
$12,995,814, or $2.99 per share of 
common stock, compared with 
$10,392,823 or $2.39 per share a 
year ago. 


Both sales and net earnings 
were the largest for any six- 
month period since the merger 
of Nash and Kelvinator in 1937. 

A Kelvinator price reduction 
made March 16 averaged about 
5% at retail on refrigerators and 
ranges. A second reduction of 
$10.00 on most refrigerators was 
announced in May. Reductions 
ranging from $20.00 to $120.00 
on Nash cars were made April 5. 


Nash automobile production 
was adversely affected in April 
and May because of shortage of 
brakes arising from the prolonged 
strike of Bendix Aviation Corpo- 
ration workers. Business of the 
Kelvinator division has followed 
the pattern of the appliance indus- 
try generally. While sales are 
ahead of last year, they have not 
been fully up to early expectations 
for this spring and summer. The 
demand for Nash cars continues 
strong, and Nash _ production 
schedules for June were at the 
highest level in many years. 


Despite limiting factors, it ap- 
pears that favorable earnings 
which have characterized opera- 
tions since the company’s expan- 
sion program became effective 
will continue in the June quarter. 
Operating economies and lower 
costs of materials and parts have 
to some extent offset the price 
reductions. 


By the end of the present fiscal 
year, September 30, Nash Kelvin- 
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ator Corporation will have spent 
$54,000,000 on its post war ex- 
pansion, modernization and new 
product program. 


Avco Manufacturing Corporation 


“Please furnish information as to re- 
cent sales and net income of Avco Manu- 
facturing Company. Please also advise 
on principal products manufactured by 
this company.” E. F., Boston, Mass. 
Consolidated net income of Avco 
Manufacturing Corporation for 
the six months ended May 31, 
1949, after all charges including 
Federal taxes, amounted to $2,- 
566,640, equal after preferred 
dividend requirements to 35c¢ per 
common share. This compares 
with consolidated net income of 
$3,141,607 or 43c a common share, 
for the first half of the 1948 fiscal 
year. 


Yarnings in the second quarter 
of the current fiscal year amounted 
to 21c a share which is the same 
amount as earned in the second 
quarter of 1948. Earnings in the 
first quarter of 1949 amounted to 
14c per common share. 


Net sales in the first half of 
1949 were $71,054,898 compared 
with $62,257,080 for the same 
period of last year. 


Aveo through its operating di- 
visions manufactures a wide vari- 
ety of consumer goods and indus- 
trial products, such as radios, 
refrigerators, kitchen sinks, and 
cabinets, farm implements, air- 
craft engines, boilers and heaters. 
Its wholly-owned subsidiary, the 
Crosley Broadcasting Corpora- 
tion, operates radio station WLW 
in Cincinnati and WINS in New 
York, and the Nashville Corpora- 
tion manufactures ranges and 
frozen storage units. 


Associated companies are ACF- 
rill Motors Company and _ its 
subsidiaries, and New York Ship- 
building Corporation. 


Dividends in 1948 amounted to 
60c per share and so far in 1949, 
15¢ was paid on May 27. 


Seeger Refrigerator Company 


“T have been a subscriber to your 
valued magazine for 15 years. Would ap- 
preciate receiving information on Seeger 
Refrigerator Company as to recent 
earnings and dividends.” 

F.. A., Washington, D. C. 


Net earnings of the Seeger Re- 
frigerator Company in the nine 
months ended May 31, 1949, were 
$2,742,841 after provisions for 
State and Federal income taxes, 
compared with $2,006,305 in the 
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corresponding period of the pre- 
vious year. 

This was equal to $2.49 a share 
on the 1,100,000 shares of capital 
stock outstanding, compared with 
$1.82 a share on the same num- 
ber of shares in the comparable 
period of the preceding fiscal 
year. 

Gross sales in the nine months 
were $52,017,005 compared with 
$42,686,041 in the corresponding 
period of the year before. 

While the earnings for this 
period are regarded satisfactorily, 
they do not fully reflect the 
change in economic conditions of 
the country and the refrigerator 
business. Results for the quarter 
ended June 30 are expected to be 
somewhat lower than in recent 
quarters, reflecting lower prices 
and generally lower demand in 
the industry. 


Earnings for the fiscal year 
ended August 31, 1948 amounted 
to $3.25 per share, compared with 
$1.32 in the preceding year. 

Dividends in 1948 amounted to 
$1.20 per share and 25c was paid 
in the first quarter of the current 
year. 

Magnavox Company 

“As the radio, phonograph and tele- 
vision business has become increasingly 
competitive recently, I would be interest- 
ed in learning how Magnavox earnings 
prospects are in coming months.” 

W. M., Pasadena, California 

Net sales of the Magnavox 
Company totaled $4,600,000 for 
the three months ended May 31, 
1949, compared with $4,003,266 
for the same period a year ago. 
Sales in June approximated $1,- 
600,000 compared with $1,000,000 
in June 1948. June operations are 
expected to show a profit. 


According to the president of 
the company, business prospects 
for the balance of the year re- 
main good and Magnavox is ex- 
pected to operate in the black for 
this period. Magnavox is looking 
forward to a good Fall season in 
both radio-phonograph and tele- 
vision sets. 


Inventories were reduced an- 
other $250,000 in June, making 
a total reduction of $1,250,000 
since the end of the fiscal year, 
February 28, 1949. Only a small 
portion of the present inventory 
is in finished radio-phonograph 
sets and the bulk is in materials 
for television and _ radio-phono- 
graphs and in component parts 
such as loudspeakers. However, 
the total volume of sales for 


radio-phonographs is expected to 
be lower for the industry. Earn- 
ings for the fiscal year ended 
June 30, 1948, amounted to $2.01 
per share and dividends in 1948 
were $1.00 per share. The com- 
pany took no action on dividends 
in the March quarter and none 
was paid since. 

Company’s line of credit with 
various banks under which loans 
amounting to $3,550,000 are out- 
standing, has been extended to 
Dec. 15, 1949. The credit agree- 
ment originally entered into on 
Aug. 15, 1946, would have expired 
Aug. 15, 1949. 


Reynolds Spring Company 


“IT would appreciate information as to 
sales volume, net earnings and dividends 
of Reynolds Spring Company.” 

H. B., Detroit, Michigan 


Net sales of Reynolds Spring 
Company, listed on the New York 
Stock Exchange, for the six 
months ended March 31, 1949, 
totaled $5,609,831 compared with 
sales of $5,438,794 for the six 
months ended March 31, 1948. 
Net profits for the same period, 
the first half of the company’s 
current fiscal year, were $94,713, 
equal to 32 ¢ per share on the out- 
standing common stock. Net earn- 
ings for the first half of the pre- 
vious fiscal year amounted to 
$267,686 or 90c per common 
share. Net profits for the six 
months ended March 31 last in- 
cluded $22,707 of non-recurring 
profit while such items a year ago 
came to $153,193. 


Earnings for the months of April, 
1949 approximated $48,000 before 
taxes ,on sales representing less 
than 70% of capacity. 

Company has developed a new 
type of cushion spring which is 
receiving favorable consideration 
in the automotive industry. 

Efforts are being made to dis- 
pose of the company’s main plant 
in Jackson, Michigan, which is 
now too large for contemplated 
local operations as a result of the 
decentralization program. 

Current assets on March 31, 
1949, were $2,852,515 and cur- 
rent liabilities $1,203,667. Com- 
pany manufactures and _ sells 
cushion springs for automobiles, 
furniture, car seats, ete. 

Net earnings for the fiscal year 
ended September 30, 1948 
amounted to 66c per share. Last 
dividend payment was 25c a 
share on December 31, 1945. 
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Whats Qhead por Rusiness >? 


By E. K. A. 


The decline in economic activity has been proceeding 
about in line with recently expressed expectation and the trend 
continues downward. Industrial production dropped 5%, in 


May and June, or about 10 
points in terms of the Fed- 
eral Reserve Board Index of 
Industrial Production. This 
would place the latter at 
around 170 at the end of 
June, down more than 13% 
from its postwar peak of 
195%, last November. 

The latest published figure 
was 174% of the 1935-39 
average in May, down from 
179%, in April, but the May 
decline differed from earlier 
months because it was cen- 
tered mainly in durable 
goods industries. Output of 
non-durable goods, which 
dropped first and fastest, 
held up pretty well. Thus the 
non-durable production in- 
dex stood at 161 in May 
compared with 162 in April 
and 178 a year earlier. But 
the durable index dropped 
from 213 in April to 201 in 
May, and this overall pat- 
tern is likely to become more 
pronounced as time goes on. 

A break-down of the 
Board’s sub-indexes is in- 
formative. Among soft 
goods, there were increases 
in wool textiles, petroleum 
and coal products, rubber 
products, and manufactured 
foods except meat packing. 
But these gains were more 
than offset by smaller output 
of lumber and_ furniture; 
stone, clay and glass prod- 
ucts; cotton cloth, rayon and 
chemicals. Paper industry 
activity declined slightly, de- 
spite a small increase in 
newsprint production. 

In the durable goods cate- 
gory, the sharpest drops oc- 


curred in iron and steel, machinery, non-ferrous metals and 
transportation equipment. Altogether, machinery production 
has now declined about one-fifth since the end of last year. 
The recent drastic decline in new orders will intensify the down- 
trend shortly. 

Any doubt in Administration quarters that business is under- 
going a fairly severe readjustment must be considered com- 
pletely dispelled by the speed and character of the deflation to 
date, and the signposts of further declines in the future. The mid- 
year report of the President’s Economic Advisers should attest 
to that; it will probably rank as one of the most important they 
have yet cn and serve as a basis for the President's 
recommendations to Congress for granting him new powers to 
combat the recession. Since the Whitehouse in the past was 
seemingly a lone island of relative economic optimism, the 
midyear report will mark the point of departure from this often 
criticized attitude. Henceforth, it would seem, we can expect a 
more realistic presidential reading of the nation’s economic 
pulse. 

Buying Policies 

There has been evidence of a mild relaxation of the indus- 
trial buyer's strike in certain fields, particularly non-ferrous 
metals where impacts were severest, but the general picture of 
hand-to-mouth buying remains substantially unchanged. Ac- 
cording to a published survey, 69%, of the concerns canvassed 
were buying hand-to-mouth in June compared with 62°, in 
May. And with 60% of the companies reporting, inventories 
of purchased materials have dropped for three consecutive 
months or more. Half of the companies show an increased turn- 
over, and with only one-quarter of them has turnover declined. 
Doubtless in some quarters the buying caution has been over- 
done, hence the gradually apparent need, especially among 
smaller concerns, to step back into the market. Since as a result 
of the buyers’ strike, production in some lines such as copper, 
lead, etc. has been severely reduced with a corresponding cut 
in the available supply, prices have tended to firm up. Again 
copper is a good example, with the price up a cent a pound 
last week. 

All of which tends to place in doubt whether current prices, 
where they have come down drastically, can remain at their 
lows even under a modest revival of buying activity, let alone 
during a general return to more normal buying habits. Reluct- 
ance to buy more than needed to meet immediate require- 
ments is doubtless a prudent policy while prices decline but if 
carried to extremes, buyers may find that they will have to pay 
somewhat higher prices by the time the need to replenish 
inventories becomes imperative. This proved true in certain 
textile lines, and moderately so in copper, but the range may 
widen in the future. In the former, production cutbacks have 
been severe; in copper, domestic output has been cut some 
20°, and Chilean output is being curtailed rather sharply. 
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The Business Analyst 





MONEY AND CREDIT—During the fortnight ended July 1, 
common stocks recovered a third of their previous 5-weeks'’ loss; 
but are still off 7.6°/,, on an average, since the first of the year. 
Volume was the smallest in 10 months. Foreign government 
dollar bonds sagged here to the lowest average level in 2 
months, despite agreement abroad at the 19-nation O. E. E. C. 
council to permit 25%, transferability of “drawing rights,” or 
foreign pal sa credits. England wants bilateral foreign trade 
pacts—as exemplified by her recent agreement with Argen- 
tina, to which the U. S. objected. The U. S., in granting E. C. A. 
credits, is striving to promote multilateral trade in the interest 
of broader competition among European nations. For the time 
being, the U. S. had to abandon at the Council meeting its 
struggle for convertibility of European drawing rights into dol- 
lars. In other words, if we want Europe to buy from us, we'll 
have to go on footing the bill, as formerly, with E. C. A. funds. 
Municipal and bank-eligible long-term Federal bonds ad- 
vanced sharply upon reports that the Government has decided 
to revert to its easy money policy. The Victory 2!/2s rose to the 
best level since Nov. 8, 1947. The decision is announced as a 
step to combat deflation, which should be encouraging psycho- 
logically; since Government business forecasts, prompted by 
political, instead of economic, considerations have always 
been wrong. Low interest rates discourage saving, and make 
hard sledding for the insurance business. A small saving in 
interest will not, of itself, stimulate business borrowing. The 
true reason for switching back to cheap money is probably to 
lower the interest cost of prospective Government deficit 
financing. The Federal Reserve Board has just abandoned con- 
sumer credit controls, and lowered bank reserve requirements 
by an additional $800 million, not to help business but be- 
cause Congress failed to extend the Board's authority. It is 
indeed doubtful if regulation W ever served any useful pur- 
pose. Private business is probably the best judge of what 
credit terms to arrange. Net earnings of N. Y. City banks for 
the second quarter were about the same as a year ago; but 
future easing of interest rates could cause a moderate decline 
in earnings. Earning assets of member banks, however, are 
now only a trifle lower than a year ago; and will soon show an 
increase in consequence of lowered reserve requirements. Com- 
mercial loans continue to contract; but, during the fortnight 
ended June 29, there was a notable increase of $286 million, 
or 48%, in brokers’ loans on non-Government securities which 
now, at $886 million, are twice as large as a year ago. The 
Government had a bookkeeping budget surplus of around 
$1.19 billion for the 1949 fiscal year; but an actual deficit of 
$1.81 billion, after deducting the $3 billion that was moved 
forward from last year’s surplus of $8.42 billion. Owing to the 
June quarter’s income tax collections, Government deposits 
with Federal Reserve and reporting member banks increased 
$800 million in the fortnight ended June 29, thereby postpon- 
ing. for a few months the need for deficit financing; but these 
deposits are still 51.6 billion lower than a year ago. 


TRADE—Department store sales in the fortnight ended June 25 
were 7%, below last year, compared with a cumulative decline 
of only 4%, for the year to date; but sales by all retail outlets 
in May, thanks largely to continuing heavy deliveries of motor 
cars, were fractionally larger than a year earlier. 


INDUSTRY—World industrial production in the first quarter 
was 1!/,% below the fourth quarter of last year; but 6°%/, above 
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the first quarter of 1948. New orders at home declined sharply 
in April, but a sharp pick-up in metals buying was witnessed 
in June. Employment and unemployment both rose in May. 
Business activity is now 5.2% below last year. 


COMMODITIES—Fortnight ended July 2 witnessed a further 
mild advance in futures, alongside continued weakness in cash 
markets which depressed our index of raw materials spot prices 
to the lowest level since Feb. 21, 1947. Metal prices, however, 
were unchanged. 





The United Nations reports that world Industrial Produc- 
tion during the first quarter was 1!/2% under the fourth quar- 
ter; but 6% above the first quarter, of 1948. The decline is 
attributed primarily to the U. S. A. where, according to our 
Federal Reserve Board's index, production in the first quarter 
was 2.6%, below both the fourth and first quarters of last year. 
In the first quarter of 1948, postwar recovery of civilian pro- 
duction abroad was still in progress, whereas recovery in the 
U. S. had about been completed. 


Our own index of overall Business Activity for the first 
quarter shows a decline of only 8/10th of 1% from the fourth 
quarter, and 1/100th of 1% from the first quarter, of 1948. 
The coal miners’ one-week sit-down strike was partly respon- 
sible for a further fractional decline in this index during the 
fortnight ended June 25, to a level 5.2% below the 1948 peak 

(Please turn to the following page) 
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Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 
MILITARY EXPENDITURES—$b (e) | May 1.18 1.28 1.04 1.55 (Continued from page 393) 
Cumulative from mid-1940 - | er — ee 138 | touched during the week ended June 26. 
FEDERAL GROSS DEBT—$b June 2 251.6 251.3 251.6 55.2 | Steel operations nose-dived; but bank 
debits, electric power output and oil refin- 
MONEY SUPPLY—$b ery runs picked up sharpl 
Demand Deposits—94 Centers. June 22 46.3 46.8 46.6 26.1 Y P a P i ja 
Currency in Circulation ane? — oe ani Department Store Sales during the fort- 
BANK DEBITS—13-Week Avge. night ended June 25 were 7%, below last 
New York City—$b June 22 8.59 8.47 8.60 4.26 | year; but May sales by all retail outlets 
93 Other Centers—$b_. June 22 12.09 12.05 12.28 7.60 | were fractionally larger than last year, 
PERSONAL INCOMES—$b (cd3) Apr. 216 217 211 102 thanks mainly to a 44% jump in automo- 
Salaries and Wages Apr. 138 138 131 66 bile deliveries. Sales by nondurable goods 
Proprietors’ Incomes ——— | Apr. 48 49 51 23 stores were off 49,—the same decline as 
Interest and Dividends Apr. 16 ae se od reported by department stores for the year 
Transfer Payments Apr. 12 12 12 3 to date 
(INCOME FROM AGRICULTURE) Apr. 20 2! 23 10 r - * * 
curmsan enreoveaNt—an td) “a 58.7 57.8 58.7 51.8 While total business activity continues to 
pated Snalep 460) May 9.0 7.9 79 8.8 | recede ata leisurely pace, New Orders, 
Employees, Manufacturing (Ib). | May 15.0 15.3 15.9 13.8 | the source of future production and sales, 
Employees, Government (Ib) | May 5.8 5.8 5.6 4.6 | have been declining at an accelerated rate. 
UNEMPLOYMENT—m (cb) nod _ we i 38 |The Commerce Department's report for 
FACTORY EMPLOYMENT (1b4) May 144 148 155 47 April discloses a drop below last year of 
Durable Goods May 166 171 184 5 28%, in new orders for durable goods, com- 
Non-Durable Goods rang a wi es is pared with a decline of only 22%, for March. 
STENT RS (985) For, iron and steel products the slump 
FACTORY HOURS & WAGES (1b) amounted to 46%, and in machinery 32%. 
Weekly Hours Apr. ni a i mo The decline of 18% for nondurables was 
Hourly Wage (cents) ~ = ; ‘ relatively mild; though in sharp contrast 
Weekly Wage ($) Apr. 52.62 53.63 51.79 32.79 | 
with the small dip of 11° for March. 
PRICES—Wholesale (1b2) June 28 153.1 153.2 167.2 92.5 ae * * 
Retail (cdlb} inst a a a Machine Tool Orders slumped in May 
COST OF LIVING (1b3) Apr. 169.7 169.5 169.3 110.2 | to the lowest level since Sept., 1947, and 
Food Apr. 202.8 201.6 = 207.9 113.1 | 13% below May of last year. Domestic 
Clothing a ae ce it orders picked up a little in May; but the 
ae om : ' ; dollar shortage abroad was responsible for 
RETAIL TRADE—$b a sharp drop in foreign orders. 
Retail Store Sales (cd) May 10.81 Ht. 10.52 4.72 * * * 
Durable Goods id — vee — i Backlogs of unfilled orders for Freight 
Non-Durable Goods May 7.41 7.78 7.38 3.58 h A f M g° rl 
Dep't Store Sales (mrb) May 0.82 0.84 0.82 0.49 | Cars at the end of May were 58% smaller 
Retail Sales Credit, End Mo. (rb2)_. | May 7.96 7.78 6.84 5.46 | than a year earlier, and sufficient to sustain 
only 5 months of production at the current 
MANUFACTURERS’ ”" 
New Orders (cd2)—Total____ | Apr. 1% 215 252 18 aia a 
Durable Goods Apr. 209 243 292 221 Of . . 
course the first effect of a falling off 
Non-Durable Goods Apr. 187 199 228 157 - jin d B = 
Shipments (cd2)—Total Apr. 315 328 324 187 In new orders Is ae ™ re od acklogs 
eicahita: Miinihe Apr. 368 383 353 227 and shorten delivery time. It is only when 
Non-Durable Goods Apr. 284 296 307 158 marginal producers virtually run out of 
BUSINESS INVENTORIES, End Mo. orders that an industry s ene production 
Total—$b (cd) Apr. 53.5 547 51.1 28.6 | begins to decline. About 85%, of the 12- 
Manufacturers’ Apr. 31.4 31.8 29.2 16.4 | months’ decline in new orders for durable 
Wholesalers’ Apr. 8.1 8.4 7.8 4.1 | goods has taken place during the three 
— ear roi _ ce oat Hs months, Feb.-April. Backlogs declined 10% 
nee Dine Soda tah) : : ‘ in this 3-months’ interval, whereas the shrink- 
BUSINESS ACTIVITY—1—pc June 25 157.9 157.1 169.8 141.8 age for 12 months was only 14%. 
(M. 'W. S.)—l—ng June 25 181.5 180.6 191.7 146.5 ca * * 
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Latest Previous Pre- 
Wk.or Wh.or Year Pearl PRESENT POSITION AN OK 
LOOK | Date Month Month Ago Harbor anes 
a onge PROD.—1—np (rb) ~ 174 179 192 174 This explains why manufacturers’ Ship- 
ining ay 146 148 162 133 ? : ; 
- Se ees Moy ps pe bis pion ments of durable goods in April were still 
“"" ‘ Non-Durable Goods Mfr.____. | May 161 162 178 151 4% above a year earlier, despite a drop 
an 7 er 
‘I refin. | | CARLOADINGS—t—Total June 25 803 649 888 833 of 28°, in new orders. But, unless new orders 
Manufactures & Miscellaneous June 25 336 333 385 379 pick Up soon, backlogs will drop so low that 
_ a rie : : . = - production, and hence shipments, will have 
on eden se to be curtailed more than anything wit- 
| ae ELEC. POWER Output (Kw.H.)m June 25 5,466 5,373 5,257 3,267 nessed thus far this year 
ow las . 
outlets | | SOFT COAL, Prod. (st) m June 25 11.8 2.2 12.8 10.8 ’ ~ - e 
Cumulative from Jan. |__| June 25 255 243284446 Despite all the talk about liquidation of 
t year, Stocks, End Mo May 72.7 65.2 47.0 61.8 | Inventories, manufacturers’ stocks of non- 
enim PETROLEUM— (bbls.) m durable goods at the end of April were only 
) goods Crude Output, Daily_______ | June 25 4.9 4.9 5.5 4.1 | 7!/2% lower than a year earlier, while stocks 
‘line as Gasoline Stocks June 25 - ge = . of durables were actually 4%, larger in total 
ERTS Fuel Oil Stocks June 25 66 66 25 94 7% Jo ge a ae 
Y Heating Oil Stocks June 25 63 61 34 55 value. 
* * * 

LUMBER, Prod. (bd. ft.) m June 25 714 719 68! 632 Of course much of th ing i 
nues to || Stocks, End Mo. (bd. ft.):b__ | Apr. ae a ee eer eninge nae 
ee oe = a —- re ae sistency between new orders, shipments, 

7 . (st.) m ay : é : : bocklc : aoa o 
| sales, Cumulative from Jan. |____—— | May = = = = by i cet a aene, 
d rate. ENGINEERING CONSTRUCTION is sti i 
* P , 
we ee ie si wis ‘i ‘i a — operating at capacity, with 
Cumulative from Jan. |__| June 30 3,960 3,759 3,356 5,692 shipments the largest in 20 years. 
jear of * * * 
5, com- MISCELLANEOUS The Commerc i 
M h Paperboard, New Orders (st)t.......... June 25 159 150 160 165 7” epeeiien penta 
arch. SS eds Cein tok | Mw 496 467 447 352 moreover, that expenditures for new Con- 
slump Do., Stocks alr End ~ nie | a 667 685 533 523 struction this year will top last year's 
532°... Hosiery Production (pairs) m.............. Apr. 134 144 160 150 18.7 “HN: ‘ 
To Pneumatic Casings Production—m.... | Apr. 7.0 6.6 6.6 4.0 $18,775 million by a small amount, despite 
BS was Whiskey, Domestic Sales (tax gals.)m | Apr. 3.4 4.7 3.6 8.1 somewhat lower costs. 
ontrast 





b—Billions. cb—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939—1!00). cd3—Commerce Dept., 
seasonally adjusted monthly totals at annual rate, before taxes. cdlb—Commerce Dept. (1935-9—I00), using Labor Bureau and other 
Data. e—Estimated. en—Engineering News-Record. I—Seasonally adjusted Index (1935-9—100). Ib—Labor Bureau. |b2—Labor Bureau 
n May (1926—100). Ib3—Labor Bureau (1935-9—100). Ib4—Labor Bureau, (1939—100). It—Long Tons. m—RMillions. mpt—At Mills, Publishers, 
and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pe— 



























































7, and Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands. 
mestic 
ut the THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
ble for | | No. of 1949 Ind (Nov. 14, 1936, Cl—100) High Low June24 July! 
Issues (1925 Close—i00) High Low June24 July! 100 HIGH PRICED STOCKS_____ 80.68 70.82 72.46 72.89 
320 COMBINED AVERAGE _____ 127.6 108.0 111.0 112.0 100 LOW PRICED STOCKS.____._ 146.36 119.71 123.43 124.41 
eight 4 Agricultural Implements __._ 200.0 162.1 171.0 174.7 6 Investment Trusts___.______. 60.3 53.9 56.8 56.2 
g 10 Aircraft (1927 Cl—100)_____ 175.3 138.2 144.5 144.2 3 Liquor (1927 Cl—100) _____ 688.2 602.9 642.2 651.7 
maller 6 Air Lines (1934 Cl—100)_ 435.6 366.1 409.7 397.6 10 Machinery 136.915.9712. 
ustal & Amusement er em = Poet 82.6 83.7 3 Mail Orcet COED 87.1 91.4 94.3 
— 12 Automobile Accessories 188.9 145.2 151.0 ‘152.8 3 Meat Packing 79.9 s--63.4.—Ss«63.4e— 63.7 
-urrent 12 Automobiles _... = 29.7 20.3 22.2 22.7 12 Metals, Miscellaneous 158.1 122.0 125.8 127.0 
3 Baking (1926 Cl—100)_._—:19.7 18.1 18.6 18.4 4 Paper 37.3 209 28.8 29.7 
3 Business Machines _...___._ 237.4 209.0 216.6 216.8 29 Petroleum —.-_ ———s«a245.7 207.1 212.9 216.0 
2 Bus Lines (1926 Cl—100)_ 133.5 118.3 125.6 125.2 21 Public Utilities .  . 116.9 102.4 111.5 111.7 
ng off SGetak ........ 82 227 «+2100 2190 6 Radio (1927 Cl—100)___ 26.7 13.6 ~=—s13.6f = 13.8 
klogs 3 Goal(Minin@ eee GZ Hh2 11.4 bE? 9 Railroad Equipment 50.0 36.5 38.2 39.2 
4 Communication ss: 39.4 31.8 32.9 33.5 24 Railroads ; 23.4 17.5 17.8 17.7 
when 13 Construction 585 474 486 49.6 3 Realty 239 214 224 232 
ut of 1 COMINGS ae A 240.7 246.0 251.3 3 Shipbuilding __—E—S—«~S SF 4=4 120.0 124.9 123.5 
9 Coppers Grate 95 67.4 69.5 70.2 3 Soft Drinks _._.______.... 367.4 298.2 333.1 329.7 
uction 2 Dairy Products 59.1 53.3 56.8 58.4 14 Steel & Iron. s«*1'06.2 77.0 78.4 78.9 
ie. 12: 5 Department Stores 54.9 49.2 51.6 52.4 3 Sugar 48.5 39.8 40.5 40.6 
6 Drugs & Toilet Articles 154.3 141.6 149.6 151.6 2 Sulphur 273.5 233.8 254.9 261.4 
rable 2 Finance Companies 278.4 246.1 268.7 265.0 5 Textiles 132.5 100.9 112.3 113.9 
three 7 Food Brands. 154.4 146.0 150.6 150.7 3 Tires & Rubber______—=——— 31.6 26.6 23.3 27.5 
S 2 Food Steres __.____——S 75.0 58.5 73.6 74.1 6 Tobacco 73.5 67.1 71.9 72.2 
10 /o 3 Furniture 70.7 54.5 54.5f 58.4 2 Variety Stores EE —sd3311.7 308.3 329.2 331.7B 
hrink- 3 Gold Mining Es 733.92 566.3 = 656.3 677.9 17 Unclassified (1948 Cl—100) 105.3 93.2 96.1 97.1 
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Trend of Commodities 





During the fortnight ended July 2, futures continued to rise 
irregularly, while cash commodity prices declined, as often 
happens early in the harvest season. Though metal prices held 
unchanged, our index of spot prices for raw materials sagged 
to the lowest level since Feb. 21, 1947—15.2%, below last year 
at this time. Farmers’ net income in the first half year was about 
10%, below the like period a year ago. Cash receipts were off 
7%; but there was only a small decline in costs. In mid-June, 
farm products prices averaged only 3% above parity, the 
lowest ratio in 7 years. A year ago they were up 18%. The 
Government has broadened its on-the-ground storage pro- 
gram to include barley, oats, rye and grain sorghums. The 
Agriculture Department estimates wheat supplies for the 1949- 
50 crop year at 1,635 million bushels, largest in history. This 


“« 


includes 480 million for food, 125 million for feed, 80 million 


for seed, 450 million for export and a carryover on July 1, 1950, | 
of 500 million bushels. Spoilage does not enter into the reckon. | 
ing, nor possible damage from a protracted dry spell. Some | 


farmers will prefer to market their grain promptly rather than go 
to the expense of constructing storage facilities, in view of the 
risk that the Government may clamp on quotas and allotments 
next year. Already considerable damage from drought and 
disease is indicated. The Government announces that the loan 
rate on the 1949 wheat crop will be the equivalent of $2.24 for 
No. 1 hard Winter at Chicago. Steadiness of the mid-June 
parity price, hopes for continuation of the 90%, parity loan rate 
on this year’s crop and reports of boll weevil damage imparted 
strength to cotton futures. Above-last-year exports also helped. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2\Wk. | Mo. 3 Mo. 6Mo. | Yr. Dec. 6 
July! Ago Ago Ago Ago Ago 1941 
28 Basic Commodities... 228.6 230.7 237.0 252.8 295.6 328.1 156.9 
It Imported Commodities_. 235.0 236.1 239.0 250.5 269.5 287.5 157.3 
17 Domestic Commodities... 224.6 226.9 235.7 254.2 313.8 352.4 156.6 
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14 Raw Materials, 1923-25 Average equals 100 
Aug. 26, 1939-—-63.0 Dec. 6, 1941—85.0 


1949 1948 1947 1945 1941 1939 1938 1937 
High ___. 161.5 162.2 164.0 95.8 85.7 78.3 658 93.8 
|S — 134.9 149.2 1264 93.6 74.3 61.6 57.5 64.7 
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Date 2 Wk. | Mo. 3 Mo. 6Mo. | Yr. Dec. 6 
July! Ago Ago Ago Ago Ago 194! 
7 Domestic Agriculture _. 292.6 292.7 293.5 288.9 311.4 388.4 163.9 
12 Foodstuffs 280.1 239.0 283.4 282.8 326.8 420.1 169.2 

















16 Raw Industrials 206.4 210.3 217.4 246.7 279.1 274.6 148.2 
COMMODITY FUTURES INDEX 
MAR. APR. MAY JUNE 
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Average 1924-26 equals 100 


1949 1948 1947 1945 1941 1939 1938 1937 
High __._._ 139.28 168.63 175.65 106.41 84.60 64.67 54.95 82.44 
BOW oo . 122.45 139.83 117.14 93.90 55.45 46.59 45.03 52.03 
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The Outlook for Sugars 





(Continued from page 385) 


Their initial quota of 910,000 tons 
for shipment to the United States 
has been increased slightly and the 
current firmness in sugar prices 
should be beneficial to margins. 
But a larger proportion of the in- 
creased tonnage will have to be 
sold to foreign customers or con- 
sumed locally. Operating costs will 
remain high, so that net earnings 
in the current fiscal year may de- 
cline moderately. In further sup- 
port of this premise, some of the 
Puerto Rican sugar companies 
have been forced to sell much of 
their land to the Insular Authori- 
ties and can no longer receive 
grower benefits from the United 
States. On the whole, the outlook 
for dividend continuity at last 
year’s rates is not too encourag- 
ing for most of the Puerto Rican 
sugar concerns. 

Domestic producers of sugar, 
especially the cane product, should 
report larger earnings this year 
than in 1948 for two main rea- 
sons. A quota of 500,000 short tons 
compares with probable produc- 
tion of only 485,000, thus practi- 
cally guaranteeing a market for 
all the sugar the more aggressive 
planters can turn out. With no 
storm damage such as curtailed 
output last year, sales compari- 
sons with 1948 should be favor- 
able and profit margins should be 
widened by increased volume pro- 
vided prices remain at current 
satisfactory levels. 

Equally encouraging is the out- 
look for the beet sugar division. 
While planting seems to have de- 
clined this year by about 4%, crop 
conditions have improved to an 
extent that may offset the lower 
acreage, while firmer prices than 
in 1948 are also an advantage. Ac- 
countable for the reduced plant- 
ings is probably competition from 
more profitable crops. Like grow- 
ers of cane, sugar beet producers 
have been allotted a quota well in 
excess of their current output. 

Production of beet sugar in 
1948 totaled about 1.23 million 
short tons compared with a quota 
of 1.8 million tons, and at the 
start of 1949, the allowable re- 
mained unchanged. Since then, in 
view of the evident wide spread, 
the quota has been partially re- 
allocated to Cuba and Puerto Rico, 
but it still is decidedly more than 
ample. There is some chance that 
1949 
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volume of the beet sugar producers 
may decline somewhat compared 
with 1948, because inventory 
carry-overs from 1947 were sub- 
stantial, a factor absent in the 
current year. Notwithstanding, 
the beet sugar industry should 
operate at a high rate in the fore- 
seeable future and their net earn- 
ings should easily justify continu- 
ation of dividends at last year’s 
rate. 
Dividend Prospects 


The prospect for dividend sta- 
bility among the leading sugar 
refiners during 1949 appears to be 
quite bright. Despite a decline in 
volume and earnings last year 
from high levels established in 
1947, dividends paid by American 
Sugar Refining Company in 1948 
were covered 214 times. Payment 
of $2 per share by National Sugar 

Refining Company, second ranking 

unit in the industry, compared 
with net of $3.33 per share, not 
too wide a spread but sufficient 
under prevailing conditions. Seri- 
ous strikes and a downtrend in 
sugar prices helped to reduce sales 
last year, cutting into profits. Thus 
far in 1949, an advance in prices 
to 8 cents per pound, highest level 
for many years, smooth opera- 
tions in the refineries and lower 
costs of essential materials have 
combined to improve the outlook. 
Sugar meltings and deliveries of 
refined sugar have been larger 
than a year ago, inventory profits 
to some extent have probably ben- 
efitted margins, and spreads be- 
tween cost and prices have indu- 
bitably been more satisfactory. 
All of which strengthens the be- 
lief that no change in dividend 
policies is likely with these lead- 
ing firms. 

The long term potentials of 
cane sugar refiners seem to have 
been more adversely affected than 
otherwise by the Sugar Act, 
though the purpose of the legisla- 
tion was beneficial in theory. The 
regulation of supplies by the Gov- 
ernment definitely restricts an- 
nual volume of the refiners and 
political controls create constant 
uncertainties over prices, regard- 
less of natural supply-demand fac- 
tors. The numerous sugar produc- 
ing areas throughout the world 
practically preclude application of 
international controls over pro- 
duction, so that in more than one 
past period, an over-supply has 
caused disastrous price declines. 
In the circumstances it remains 
to be seen whether artificial influ- 
ences, such as quotas, allocations, 


tariffs and subsidies can function 
as successfully as Washington 
planners expect. As matters now 
stand only the beet sugar indus- 
try is granted subsidies, thus 
strengthening its position versus 
the cane division, a factor ren- 
dered variable by political deci- 
sions. Aside from these uncertain- 
ties and the vagaries of crop con- 
ditions, both beet and cane refiners 
have to look to industrial custom- 
ers for about 45% of their busi- 
ness, and there is heavy competi- 
tion in these markets from corn 
syrups. 

Current highly deflated prices 
for sugar stocks reflect lack of 
confidence in the stability of earn- 
ings and dividends in view of nu- 
merous uncertainties apparent. 
While it is true that most shares 
in this group are highly specula- 
tive and thus do not deserve a 
place in conservative portfolios, 
the exceptionally high yields now 
available provide a rather liberal 
cushion for dividend reductions 
that sooner or later may occur. 
The best assurance of relative sta- 
bility probably rests with the well 
integrated domestic producers and 
refiners of either cane or beet su- 
gar, due to their sheltered politi- 
cal position. Over the medium 
term, however, there seems room 
for appreciation in the equities of 
a number of the stronger cane su- 
gar producers operating outside 
the United States, as well as those 
of the two dominant refiners we 
have discussed. 





The Varying Status for the 
Tobacco Companies 





(Continued from page 387) 


cigarette stocks attests to their 
accumulation by conservative in- 
vestors at times when their prices 
have declined in sympathy with 
general market trends. As of June 
17, 1949, the MWS Index of the 
tobacco group stood at 69.7 com- 
pared with a 1949 low of 67.1 and 
a corresponding high of 73.5. As 
yields on several of these sound 
shares are attractive and income 
should prove to be dependable, 
their appeal is substantial, with 
careful selectivity and timing. 
Operations of cigar manufac- 
turers are more sensitive to 
changes in economic conditions. 
Thus with national income at a 
prospectively lower level, it is pos- 
sible that earnings in this special 
field may develop a moderate 
downtrend in the near term. Mar- 
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gins on cigar sales usually are 
lower than on cigarettes, so that 
reduced volume would pinch with 
somewhat greater impact. On the 
other hand, strongly established 
producers of low-priced cigars 
usually experience a _ smaller 
shrinkage in demand during reces- 
sive periods than manufacturers 
of high-priced cigars, because of 
economy factors. But competition 
in this field is intensified by the 
fact that consumer loyalty to cer- 
tain brands is none too strong. 
Presently the five largest selling 
cigars in the ten cent price class 
are probably Bayuk’s “Phillies,” 
General Cigar’s “White Owl’ and 
American Tobacco’ “El Rio Tan.” 
Both General Cigars and Bayuk, 
though, have increased production 
of five cents cigars and are in a 
good position to meet any change 
in price preferences that may oc- 
cur. Last year’s volume of both of 
these concerns was an all-time 
high, but increased operating costs 
reduced 1948 earnings slightly be- 
cause no compensating price in- 
creases seemed advisable. The out- 
look suggests that 1949 net for 
cigar manufacturers will be some- 
what lower than a year earlier, 
and dividends at last year’s liberal 
rate may not be too secure. 

During the last twenty years, 
consumption of manufactured 
(smoking) tobacco has steadily 
diminished, though about 200 mil- 
lion pounds are still sold annually: 
This branch of the industry is op- 
erated mainly by specialists in 
other divisions, including the five 
major cigarette companies. But 
while production constitutes only 
a small portion of over-all sales of 
the big concerns, it tends to spread 
overhead and to stabilize income 
at times when the national income 
dips. Selling prices of manufac- 
tured tobacco fluctuate little, the 
items provide an outlet for excess 
inventories of leaf occasionally, 
and when leaf costs are low mar- 
gins on this business are very sat- 
isfactory. 


Stable Snuff Market 


The demand for snuff continues, 
as for decades past, to be excep- 
tionally stabie, although not at all 
attuned to growth in population or 
disposable income. Though one of 
the cheapest forms of tobacco, net 
profit margins on snuff average 
about 20%. In part this is because 
of long established brand popular- 
ity achieved by U.S.Tobacco, G. W. 
Helme Co., and American Snuff so 
that prornotional outlays are held 
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to a minimum. Utilization of leaf 
stems and centers in producing 
snuff also tends to reduce mate- 
rials costs and to assure ample sup- 
plies at all times. The 1949 outlook 
for leading snuff manufacturers 
holds less promise of earnings 
gains than of traditional stability, 
for the prospect is slim that leaf 
costs will be reduced to benefit 
earnings and sales will continue 
confined to certain low income 
areas of the country. American 
Snuff Company, with an unbroken 
dividend record since 1903, is said 
to be successful in exploiting new 
markets in the Midwest. 





Stable Business Ahead 
for Food Industry? 





(Continued from page 383) 


these three leading concerns 
carry considerable investment ap- 
peal and at current quotations de- 
serve consideration for conserva- 
tive portfolios. 

Prospects of the flour millers 
for the fiscal year commenced on 
June 1, 1949, are none too bright. 
While earnings for the last fiscal 
year have not yet been reported, 
they probably were considerably 
below the previous period, and 
are likely to recede somewhat fur- 
ther. Reduced demand both for 
export and domestic use caused 
flour production to decline by 
5.5% in the ten months ended 
March 31, 1949, and as flour 
prices averaged 20% lower and 
those for by-product feeds were 
down 27%, the combined impact 
upon dollar volume was substan- 
tial. That margins were also 
pinched is indicated by a corre- 
sponding drop of 15% in wheat 
prices during the period, while 
transportation and wage costs re- 
mained heavy. 

Looking ahead, it appears un- 
likely that domestic demand will 
increase measurably and although 
export demand is still fairly sub- 
stantial, it is more certain to de- 
crease than otherwise over the 
near term. At the same time, 
flour prices probably have not yet 
reached their 1949 low. Not 
overly encouraging as these po- 
tentials are, it should be remem- 
bered that net earnings of the 
stronger millers, such as General 
Mills and Pillsbury Mills, have 
been above average satisfactory 
in postwar and that dividends 
have been conservative. Both of 
these concerns should be able to 
maintain dividends at or close to 


last year’s rate, even though 
earnings may be somewhat lower. 
In both cases, ample reserves 
against contingencies have been 
set up, finances are in excellent 
shape and considerable protec- 
tion against inventory losses is 
provided by ability to hedge on 
grain purchases. Additionally the 
large grain crops indicated for 
the current year assure ample 
supplies at reasonable prices. 

Bakers of bread and cake in 
the current year have met with 
considerable consumer resistance 
to the higher selling prices estab- 
lished for their output in 1948. 
Prolonged strikes in New York 
City have also adversely affected 
volume of the four largest con- 
cerns exploiting this market. 
Thus while sales and earnings 
were exceptionally good last year, 
the showing in the current period 
will probably be less satisfactory, 
in some cases perhaps disappoint- 
ingly so. This, however, does not 
imply that dividends of the 
leaders will be reduced, for pay- 
ments in relation to earnings 
have generally been very moder- 
ate, establishing a cushion for a 
potential downtrend. 


Keen Competition 


Consumption of bread is highly 
stable but competition is so keen 
that margins are narrow at all 
times. During a period when 
grain prices are declining, con- 
sumers usually demand immedi- 
ate recognition of the trend and 
some of the chain stores often 
cut bread prices before such 
action is really warranted. As the 
quality of bread and cakes is 
rather uniform, the large baking 
concerns seeking to expand vol- 
ume are forced to spend large 
sums of money in advertising. 
The diverse kinds of cake and 
cookies also require a substantial 
amount of hand work that adds 
to costs but margins are usually 
wider than on bread. Now that 
the period of lush and easy sales 
is over, the prospect of lower ma- 
terials costs is a constructive fac- 
tor but the heavy overhead ex- 
penses of large bakers such as 
Continental Baking, Ward Bak- 
ing and Purity Bakeries will put 
quite a premium on operating ef- 
ficiency. Somewhat reduced earn- 
ings are indicated but, as said, 
with small threat to dividend 
stability of the stronger units. 

The outlook for biscuit manu- 
facturers. in the current year is 
encouraging. The relatively low 
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x ef- Lower corn costs should also pear shai 
arn- benefit Clinton Industries in one 
said, division, while the company’s United States Government and other securities carried at 
lend earnings from frozen foods in $296, 162,045.00 are pledged to secure public and trust de- 
another department may also in- posits and for other purposes as required or permitted by law. 
crease. 
age Indications are strong that can- Member Federal Deposit Insurance Corporation 
name ners will experience a continued 
good demand for their products i dak a anaes Sh etre 
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throughout 1949. Leading con- 
cerns in this group have steadily 
improved the quality of their out- 
put, broadened the scope of their 
activities to include practically 
every kind of food, and they have 
kept their prices from advancing 
as rapidly as those of competing 
items for the home table. Both 
tin and glass containers are in 
ample supply at reasonable prices 
and the outlook for fruit and 
vegetable crops is satisfactory. 
The salmon catch this year, 
though, was sharply lower and 
prices have risen sharply. Mar- 
gins of the leading canners 
should not be narrowed substan- 
tially by volume dips induced by 
lower prices, for the latter seldom 
recede as rapidly as those of 
fruits and vegetables. The recent 
wave of dealer reluctance to place 
forward orders appears likely to 
vanish as inventories become de- 
pleted. 

As for earnings of the canners 
this year, some decline would be 
natural if only because they have 
been so far above average during 
postwar. Net of California Pack- 
ing Corporation, for example, 
reached an all-time peak of $13.33 
per share in fiscal 1948, dropping 
to $9.80 for the year ended Feb- 
ruary 28, 1949. Possibly the 
downtrend may continue at a 
more moderate pace in the cur- 
rent year, but in any event there 
is small danger that dividends 
will not at least equal the $3 per 
share paid in 1948. 


Packaged Foods 


Producers of packaged foods 
have probably entered a period 
when acceptance of inventory 
losses should no longer shrink 
earnings significantly. Improved 
profit margins are likely in the 
current year because of lower 
raw materials costs, though in- 
creased promotional outlays may 
be a moderate offset. Brand popu- 
larity is a major factor in ap- 
praising sales potentials of any 
given concern in this field. Vol- 
ume of the leading concerns well 
entrenched in the trade should ex- 
pand in the second half, following 
the current period when whole- 
salers and retailers alike have 
curtailed purchases. No more 
than a nominal dip in earnings is 
expected for efficiently managed 
concerns like General Foods that 
overcame inventory difficulties 
more than a year ago, or for Best 
Foods whose earnings last year 
suffered from a’ severe drop in 
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vegetable oil prices. Standard 
Brands’ reduction of the quar- 
terly dividend to 30 cents from 
50 cents a share probably marks 
the end of difficulties caused by 
the break in grain prices. All 
said, the dividends of the well 
established food packagers should 
now be relatively safe, regardless 
of prospectively lower volume 
this year. 
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urgent in public works operations 
and in agriculture as it has been 
in industrial plants, demand for 
Caterpillar’s products is expected 
to be maintained at a high level. 
Public works expenditures have 
been held down to only most es- 
sential projects while employment 
has been full in general industry, 
but now that pressure is being 
brought to bear on Washington for 
action to check deflation, it seems 
reasonable to anticipate larger ap- 
propriations for road construc- 
tion, for bridges and for similar 
“make-work” undertakings. 

Projects such as the proposed 
Missouri Valley power develop- 
ment and improvements in the 
Columbia River area as well as at 
other points may receive attention 
if pressure should become suffi- 
ciently urgent. Such programs 
would provide markets for large 
quantities of Caterpillar equip- 
ment for a long time. 

From the foregoing, it may be 
seen that this company is well 
qualified to serve markets that 
stand to benefit from large expen- 
ditures of public funds. Hence 
demand for Caterpillar tractors, 
engines, etc., is unlikely to depend 
entirely on general economic 
trends and, as a matter of fact, 
the management has observed a 
significant departure in sales ex- 
perience from the general trend 
of business as measured by the 
Federal Reserve Board industrial 
production index. 

As indicated previously, the out- 
look for growth in output is not 
dependent alone on increased de- 
mand for the same products. The 
company has developed more effi- 
cient motors, has introduced a new 
line of road machinery similar to 
products formerly manufactured 
by others and distributed by Cat- 
erpillar, and has enlarged plant 
facilities to turn out a greater 
number of units. It has gained 
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wide respect as a manufacturer of 


quality products and, as the gen- 
eral market for machinery con- 
tracts, Caterpillar gains at the 
expense of less highly regarded 
competitors. To some extent, this 


factor explains larger sales this © 


year while other manufacturers 
have been curtailing operations. 

The decision to embark upon an 
expansion involving introduction 
of newly designed earthmoving 
equipment was reached by Cater- 
pillar when R. G. Le Tourneau, 
Inc., for whom the company had 
acted as sales agent, made other 
arrangements for distribution of 
its bulldozers, scrapers, etc. Be- 
fore the war, Caterpillar had lim- 
ited its line to motor graders and 
had distributed through its dealer 
organization Le Tourneau prod- 
ucts. Hence, to maintain its com- 
petitive position, it was necessary 
quickly to put on the market effi- 
cient machines of its own design. 
This expansion now has been com- 
pleted with enlargement of manu- 
facturing facilities to take care of 
goods manufactured by sub-con- 
tractors. The new fabricating 
plant will house facilities for pro- 
ducing items previously manufac- 
tured by outsiders on a contract 
basis. 

The Peoria plant, at which a 
large part of production is con- 
centrated, has been modernized 
and expanded since the war. Of 
buildings now in use there, only 
11 per cent existed prior to 1934, 
about 7 per cent was added be- 
tween 1934 and 1943, while from 
1944 to 1948 82 per cent was con- 
structed. As to machinery and 
equipment, 84 per cent has been 
acquired since 1944, while of the 
remaining 16 per cent all but a 
trifling amount was added be- 
tween 1934 and 1943. In the San 
Leandro plant in California, only 
7.4 per cent of buildings in use 
was added after 1948. About 68 
per cent of machinery and equip- 
ment was installed prior to 1944. 


Plant Investment 


Plant facilities are included in 
the balance sheet account of about 
$60 million, but replacement value 
is estimated to approximate twice 
that amount. The new diesel plant 
completed some six months ago, 
enlarging productive capacity 
about 50 per cent, utilizes much 
war surplus equipment purchased 
at extremely low cost. It has ac- 
counted substantially for earnings 
improvement by contributing 
economies in production through 
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mechanization of manufacturing 
processes and materials move- 
ment. This rearrangement of pro- 
ductive facilities is continuing in 
conjunction with completion of the 
steel fabrication plant, which will 
provide for greater mechanization 
of operations in other areas. 

Pending completion of the ad- 
ditions, operating costs may re- 
main higher than otherwise would 
be the case because of interrup- 
tions incident to shifting of facili- 
ties as well as liability for over- 
time wages. By late September or 
October, benefits of streamlined 
production and other operating 
efficiencies should become increas- 
ingly evident. 


Higher Sales Ahead 


In the light of previous com- 
ments, it is readily understand- 
able that Caterpillar should be ex- 
periencing increased sales volume 
this year. Results for the first six 
months to be announced shortly 
are expected to show sales ap- 
proximating $130 million and net 
profit approaching $9 million. For 
the first five months gross was up 
more than 50 per cent over the 
corresponding period of 1948, re- 
flecting in part restricted ship- 
ments during a five-week strike in 
the second quarter last year. Earn- 
ings for the five months came to 
$1.96 a share on the outstanding 
3,764,480 common shares after the 
two-for-one split recently effected. 
This showing is before provision 
for dividends on the new issue of 
250,000 shares of 4.20% cumula- 
tive preferred stock ($100 par) 
recently sold. 

With indications pointing to a 
continued high rate of shipments 
and greater operating efficiency in 
coming months, it would seem rea- 
sonable to forecast sales approach- 
ing $270 million for the year, an 
increase of almost 25 per cent 
over 1948. Net profit may reach 
$4.25 to $4.50 a share even though 
some shading of prices should be- 
come necessary in later months of 
the year. This showing would com- 
pare with net of $3.66 a share for 
1948, adjusted for the split. 

Proceeds of sale of 250,000 
shares of preferred were used to 
retire bank loans of $21 million, 
leaving outstanding $20 million 2 
per cent debentures due in 1956. 
These may be retired later through 
sale of additional preferred or 
through issuance of more common 
stock. Meantime, elimination of 
the term loan affords the means 
of adopting a more generous divi- 
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dend policy inasmuch as the man- 
agement will not need to conserve 
cash with which to meet loan ma- 
turities. 

Directors were scheduled to con- 
sider dividends early this month 
and, in line with announced inten- 
tions, are expected to place the 
common on a regular $2 annual 
dividend basis. The next dividend 
is scheduled for payment late next 
month. This would be equivalent 
of $4 on the stock outstanding be- 
fore the split. Payments previ- 
ously had been made at the rate 
of $3 annually on this stock. De- 
tails of capitalization earnings, 
etc., are shown in accompanying 
tabulations together with a chart 
of price movements. 


Caterpillar’s outstanding prog- 
ress may be atributed in no small 
measure to aggressive merchan- 
dising policies which appear to 
have escaped full recognition and 
appreciation in investment quar- 
ters. Distribution of products is 
handled through 116 dealers in 
the United States and Canada and 
118 in the rest of the world. These 
dealers maintain 317 places of 
business in this country and in the 


‘Dominion as well as 258 in other 


countries. Average net worth of 
American and Canadian dealers is 
$700,000 and their aggregate net 
worth is placed at $81 million. In 
view of the fact that Caterpillar’s 
net book value at the end of 1948 
approximated $76 million, it may 
be seen how important financially 
they rank in relation to the manu- 
facturing company. These sales 
outlets are owner-managed and 
represent, on the average, 19 years 
in selling and servicing Caterpil- 
lar equipment. The aggressiveness 
of these dealer organizations, 
along with their service experi- 
ence, accounts largely for the com- 
pany’s strong competitive position 

The fact that the company’s 
farm machinery products are de- 
signed to enable farmers to ac- 
complish more with less man- 
power is a strong assurance of 
continued demand. Mechanization 
has made substantial progress in 
agriculture in the last generation. 
As the need for greater economies 
grows, even smaller operations 
will become mechanized, it is be- 
lieved. Commenting on this trend 
in the 1948 annual report, the 
management points out that “farm 
mechanization throughout the 
world continues to increase, partly 
because of larger farming units 
and decreasing availability of 
manpower, and also because of 
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YOU GET THE GOOD THINGS FIRST FROM CHRYSLER CORPORATION 





DIVIDEND ON 
COMMON STOCK 


The Directors of Chrysler Corporation 
have declared a dividend of one 
dollar and twenty-five cents ($1.25) 
per share on the outstanding common 
stock, payable September 14, 1949, 
to stockholders of record at the close 
of business August 15, 1949. 


B. E. HUTCHINSON 
Chairman, Finance Committee 














JOHN MORRELL & CO. 


DIVIDEND NO. 80 

A dividend of Twelve 
and One-Half Cents 
(30.125) per share on 
the capital stock of 
John Morrell & Co. will 
be paid July 30, 1949, to stockholders 
of record July 8, 1949, as shown on the 
books of the Company. . 
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Ottumwa, lowa. George A. Morrell, Vice Pres. & Treas. 














Burroughs 


194th CONSECUTIVE CASH DIVIDEND 


A dividend of twenty cents ($0.20) a share 
has been declared upon the stock of 
BURROUGHS ADDING MACHINE COMPANY, 
10, 1949, to shareholders of 


record at the close of business August 5, 1949. 


payable Sept. 


SHELDON F. HALL, 
Secretary 


Detroit, Michigan 
July 6, 1949 











401 

















growing appreciation of the need 
for better farming practices, such 
as deep tillage, terracing and con- 
tour plowing to prevent run-off 
and soil erosion. This trend indi- 
cates a demand for more tractors 
and motor graders.” 


Agriculture always has been an 
important market for Caterpillar, 
but records indicate that custo- 
mers number only a comparatively 
small proportion of the farming 
population. They are chiefly large 
plantation operators whose farms 
are highly mechanized. As the size 
of farms increases, the market for 
labor saving machinery grows. 
The number of farms of more than 
1,000 acres has risen remarkably 
in the last generation, while the 
small units of 100 to 200 acres have 
dwindled by 15 per cent or more. 
Government statistics indicate 
that farms of more than 1,000 
acres account for 21 per cent of 
crawler type tractors owned by 
farmers. A high proportion of 
farms remains only slightly mech- 
anized. 


In the light of the company’s 
promising outlook for continued 
relatively strong demand for 
major products and its enviable 
financial position, the stock ap- 
pears to deserve consideration for 
diversified portfolios. Consistent 
growth in sales volume reflects 
aggressive management, while en- 
largement of earnings in the face 
of declining ratios of net income to 
sales affords evidence of manufac- 
turing efficiency that strengthens 
the company’s competitive posi- 
tion. Progress justifies hope of 
maintenance of a generous divi- 
dend policy. Disbursements have 
been made without interruption 
since 1925. 


Market Action 


At current price of around 2914, 
the common stock at the an- 
nounced future dividend rate of 
$2 annually will yield better than 
614%, and at the previous $1.50 
rate (on split basis), the return 
was 5%. The price range for the 
year to-date is: High 2934, Low 
26%. Though selling close to the 
high, the stock, both from the 
standpoint of yield and prospec- 
tive dividend coverage, appears 
modestly priced, indicative of dis- 
tinct appreciation potentials under 
more propitious market conditions 
and the probability of above aver- 
mee resistance in declining mar- 

ets. 
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Weighing Potential 
Consumer Demand — 
Into 1950 
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half that many bought sets last 
year. This looks like a big market, 
yet may prove disappointing to 
set manufacturers who only re- 
cently saw fit to reduce the 1949 
industry output goal from an 
earlier calculated peak figure of 
3.5 million sets to 2.5 million sets. 
If the survey is right, a further 
cut in production schedules would 
seem necessary to avoid over- 
production and overstocking. Al- 
together, however, the number of 
spending units planning to buy 
television sets were reported at 
only 2.8% of the total; per- 
centage figures for preceding 
years are not given. This would 
mean that with proper salesman- 
ship and promotional activities, 
the market can probably be 
widened beyond what buying in- 
tentions indicate. It looks as if 
the industry is trying hard to do 
just that. 

The market for refrigerators 
will be smaller this year than last, 
according to survey figures which 
show 2.9 million planning to buy 
against three million a year ago. 
But last year, 5.4 million actually 
bought, thus this year’s market 
is anybody’s guess though it is a 
foregone conclusion that no such 
heavy under-estimate will be evi- 
dent in 1949. On the whole, the 
market for refrigerators should 
be fairly good, however. 

The situation is similar in 
washing machines where 1.4 mil- 
lion 1949 prospects are reported. 
Last year, 1.5 million signified 
intention to buy and some three 
million actually bought. However, 
the washing machine market ap- 
pears far closer to at least tempo- 
rary saturation than the refriger- 
ator market though no one knows 
to what extent recent price cuts 
and new models will serve to tap 
new strata of demand. 

Radios, on the other hand, face 
a definitely shrinking market of 
which of course most everyone is 
aware. According to the survey, 
1.9 million spending units re- 
ported plans to buy new radios 
in 1949. Last year, 2.3 million 
expected to buy and 4.8 million 
actually bought. The market now 
seems to be back on a replace- 
ment basis. ; 
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New furniture figures in buy- 


ing plans of 4.2 million families | 


for 1949. The same number ex- 
pected to buy in 1948, and 7.7 
million consumer units actually 
bought, with the average expendi- 
tures amounting to $215. What 
with declining furniture prices 
and fairly well maintained resi- 
dential building this year, the 
chances are that 1949 intentions 
may again turn out to be a sizable 
under-estimate. 

It must be emphasized, as the 
Board does, that when it comes to 
buying intentions for specific 
durable goods, reported estimates 
are experimental in character and 
must be interpreted with caution, 
for actual buying will always re- 
flect developments and contin- 
gencies not known to buyers when 
their intentions are formulated. 
In this connection, we have al- 
ready referred to the decline in 
economic activity and employ- 
ment which has taken place since 
the survey was undertaken. An 
interesting feature, however, is 
that few consumers anticipated 
any sizable reductions in their 
own incomes; about 46% thought 


‘it would remain about the same, 


and only 17% expected to have 
a smaller income. While the ex- 
pectation of continued high in- 
comes and lower prices looks like 
an odd combination, the conclu- 
sion obviously is that most con- 
sumers anticipated price read- 
justment without any serious ef- 
fects on production and incomes. 
To what extent this apparent 
view has been changed by subse- 
quent developments remains of 
course to be seen. 


Conclusions 


Whatever the qualifications with 
which one must view the findings 
of the survey, one point appears 
well supported: Underlying con- 
sumer demand was _ substantial 
and the financial position of con- 
sumers was strong at the begin- 
ning of 1949. Despite interven- 
ing shifts that may have oc- 
curred, the same is probably sub- 
stantially true today. There is 
always great latent demand for 
goods of every description — at a 
price. And there is nothing to in- 
dicate that consumer finances 
have notably deteriorated despite 
a moderate decline in aggregate 
personal incomes. 

According to an estimate of the 
Securities and Exchange Commis- 
sion, individuals at the end of 
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1948 held about $130 billion in 
cash and bank deposits, and 
about $70 billion of U. S. Govern- 
ment securities, and these tremen- 
dous savings were backstopped by 
very substantial non-cash savings 
of various description. Of the 
total cash and deposits, $24 bil- 
lion was in form of currency, $56 
billion in time and savings de- 
posits, and $50 billion in check- 
ing accounts. While cash and de- 
posits have declined since then, 
by $3.7 billion during the first 
quarter of 1949, total liquid sav- 
ings nevertheless show a net in- 
crease of $600 million for the 
period, with sizable gains particu- 
larly in insurance and Govern- 
ment securities holdings. 

Who are likely to be the best 
customers for durable goods this 
year? According to the survey, 
businessmen and their families 
appear the leading prospects; 
they were the heaviest buyers in 
1948, followed by professional 
men, skilled workers and farmers. 
The high income groups in fact 
offer the most concentrated mar- 
ket for durable goods and in this 
connection, the noted upgrading 
of spending units into higher in- 
come brackets is a_ significant 
factor. 





The Cost of 
Our Welfare State 
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ing taxes on the other, little reason 
would remain for a man to try to 
get ahead. And after the incentives 
are largely gone, the next step 
would be a break-down in indus- 
trial discipline, declining produc- 
tion, malingering—people become 
indifferent and cynical. These 
consequences are not imaginary; 
they have happened elsewhere and 
will happen here if we go too far 
on the road to statism. 

We are travelling this road to- 
day not only via social security as 
such, but by many other means, 
all dangerous and all getting us 
farther away from the ‘original 
concepts of individualism and 
free enterprise which has been the 
keystone of our progress and pros- 
perity. We are getting nearer to 
socialism and statism by increas- 
ing pressure towards nationaliza- 
tion of key industries such as elec- 
tric utilities and railroads. In the 
utility field, nationalization is in- 
herent in the snowballing growth 
of Federal power projects and 
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private power companies may be 
a lot closer to being taken over by 
the Government than is realized. 
Only a few months ago, Secretary 
of the Interior Krug proposed a 
$12 to $15 billion twenty-year 
Federal Government program in 
his annual report to President 
Truman. Such proposals are elo- 
quent straws in the wind. Nor can 
proponents of private ownership 
view with complacency the trend 
towards nationalization of the 
railroads, inherent and inevitable 
in the Federal subsidation of the 
railroads’ competitors such as 
highway, water and air transport. 
It is difficult to assume that such 
policies are happenstance or their 
impacts not fully realized, for they 
are too obvious. 


The Housing Program 


Or take public housing. Presi- 
dent Truman’s housing bill calls 
for construction of 810,000 public- 
ly owned dwelling units over six 
years with an annual Federal sub- 
sidy of $308 million, rural housing 
and a five-year $1.5 billion slum 
clearance program. The 810,000 
unit figure was cut down from 
1,050,000 over ten years and an 
annual subsidy of $400 million. 

No doubt the country needs a 
definite housing program but it 
will scarcely get a practical one 
through Government operations. 
Public housing is supposed to pro- 
vide shelter for persons whose in- 
come is not sufficient to afford 
them adequate facilities, but since 
it spurs political favoritism, is sel- 
dom works that way. Built with 
taxpayer’s money, it is also main- 
tained with it, for public housing 
usually operates at a loss. It usu- 
ally costs more than private build- 
ing, and tends to boost real estate 
taxes. 


Doubtless, also, the country 
needs some public power but the 
discrimination of the Federal 
Power Commission against pri- 
vate utilities is viewed by them as 
unjustified and alarming. So is of 
course the Government’s constant 
penetration into the power busi- 
ness. 


Generally speaking, while the 
Government talks of the need for 
“public investment,” it is con- 
stantly hindering private invest- 
ment through its tax policies. 
Moreover, there can be little doubt 
that the kind of attack by Govern- 
ment as that recently leveled 
against the steel industry, together 
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with the attack on industry profits, 
is further apt to discourage pri- 
vate investment just as it is meant 
to open the door wide to extension 
of Government powers. 


Farm Policy 


As to farm price support policy, 
it is obvious that farmers have 
veered far away from the idea of 
letting the market take care of 
prices; their efforts to preserve 
their posperity, at the consumer’s 
and taxpayer’s expense, are forc- 
ing them ever deeper into the mesh 
of Government regulation, a mesh 
from which they can no longer 
escape. With a vital part of our 
population so ensnarled, the work 
of our socialist planners naturally 
will be much easier. 

But it is the skyrocketing cost 
of protecting individuals against 
the hazards of life — practically 
every hazard, if the social plan- 
ners have their way—that is most 
threatening to the nation, the 
monetary, spiritual and moral 
cost. The appeal of welfare and 
security plans, guaranteed by the 
State, is world-wide and all coun- 
tries are trying them, but we have 
begun to spend more in that line 
than most people realize. If we go 
on spending as proposed, we must 
needs succumb to socialism. 

There is nothing wrong with an 
adequate amount of social security 
for the weak or needy, for those 
who cannot acquire it for them- 
selves through their own efforts. 
Somehow, in the past, we have al- 
ways been taking care of them. 
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But if we permit the imposition of 
lavish social security guaranties 
for all, we shall have to pay a ter- 
rific price and yet in the end fail. 
In the process, we shall all become 
weak and a helpless prey to those 
who for their own purposes prefer 
regimentation to freedom. For 
this reason, Mr. Byrnes’ warning 
deserves the careful attention of 
the entire nation. 





Unfair Dividend Cuts 





(Continued from page 377) 


recently lifted the price on many 
of its products and in some divi- 
sions is actually sold out until 
next fall. While production has 
been somewhat curtailed in other 
divisions, there is little to indicate 
that if 1949 earnings are meas- 
ured by normal experience they 
will not prove quite satisfactory. 
The management has admitted as 
much. 


Since never in its long history 
has American Woolen prospered 
as in the 1945-48 period, during 
which its earned surplus has al- 
most doubled through retained 
earnings after liberal reserve pro- 
visions, there seems room for 
doubting the necessity of reduc- 
ing dividends quite so hastily this 
year. The company has no expan- 
sion program to complete, the de- 
cline in demand is apt to be tem- 
porary and the outlook is less un- 
certain than for most other textile 
manufacturers. In view of ample 
working capital and with senior 
charges lower than in prewar, 
shareholders were rightly sur- 
prised when their income was re- 
duced by the dividend cut. Many 
of them may feel that the direc- 
tors should have been influenced 
more by “wait and see’ policies 
at their own end rather than to 
force them on the shareholders. 


While it is readily understand- 
able why net earnings of Electric 
Storage Battery Company severe- 
ly contracted in the first quarter 
of 1949, just why this should 
bring a cut in the quarterly divi- 
dend is not entirely clear. No defi- 
nite results for the first three 
months are available, but the 
management reports that net did 
not cover dividend requirements. 
Considering the sharp drop in 
lead prices this year, a serious 
loss on peak inventories of $28.9 
million was a natural conse- 
quence, though utilization of $5.9 
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million reserves for contingencies 
might have largely cushioned the 
impact. Replacement demand for 
batteries also declined abruptly 
early this year, as dealers held 
purchases to a minimum in anticl- 
pation of lower prices. In com- 
bination these two influences re- 
duced both sales and earnings at 
a rapid pace, apparently stimu- 
lating ultra-conservative dividend 
policies by the directors. The 
quarterly dividend was cut to 50 
cents a share from a previous 
level of 75 cents. 


Considering the stable earnings 
of this concern over a long period 
of years, including periods of 
severe depression, and potentials 
for near term recovery from cur- 
rent adverse conditions, it seems 
a bit unfortunate that any lower- 
ing of dividends had to come at 
this time. During the last three 
years the company’s earned sur- 
plus has expanded from $12.4 mil- 
lion to $20.2 million and working 
capital of $32.3 million was of rec- 
ord proportions at the end of 1948. 
No senior securities of any kind 
precede the common stock. Since 
41 million power vehicles alone 
are on the road, many of ancient 
vintage, there is little doubt that 
replacement demand for batteries 
will soon rebound to a level far 
above prewar. And at the same 
time, demand for original equip- 
ment for automobiles as yet shows 
no signs of a protracted slump. 
The company’s unbroken dividend 
record extends back to 1901 and 
since 1929 at least, shareholders 
have received not less than $2 
annually. On the whole, it is safe 
to say that, after absorbing in- 
ventory losses, Electric Storage 
Battery will benefit rather than 
suffer from reduced prices for its 
main raw materials, hence it 
might probably have experienced 
small hazard or even inconveni- 
ence in stabilizing the quarterly 
— for at least a longer 

ime. 


Celotex Corporation 


Another example of perhaps 
unwarranted conservatism as to 
dividends is provided by the Celo- 
tex Corporation in reducing 
quarterly payments to 25 cents 
per share from 50 cents formerly. 
This halving of the dividend 
probably meant a good deal to 
some of the 13,800 stockholders, 
many of them employees paying 
for their shares on the install- 
ment plan. In contrast, the com- 


pany would conserve cash by only 
$225,000 quarterly at the lower 
dividend rate, a nominal amount 
compared with last year’s net 
earnings of $6.7 million. Since 
1945, Celotex has increased its 
earned surplus to $16.3 million 
from $3.9 million as a result of 
large scale retention of earnings. 
Current assets as of October 31, 
1948, were 3.6:times current lia- 
bilities. The company’s large post- 
war expansion and modernization 
program has been fully completed 
and according to the management 
should make for increasing pro- 
ductive efficiency in the current 
year. 


Earnings Improvement 


Granted that, in common with 
many other enterprises, net earn- 
ings of Celotex have declined rap- 
idly since the end of its last fiscal 
year, mainly due to clearance of 
inventories by dealers and price 
uncertainties, the near term out- 


‘look of this concern suggests im- 


proved earnings. Competition may 


narrow margins, but residential | 


and industrial construction in the 


current year is holding up sur- | 


prisingly well, so that this prom- 
inent producer of low cost wall- 
boards should experience excel- 
lent business compared with 
former years. Otherwise the man- 
agement must have used poor 
judgment in utilizing the proceeds 
of more than $7 million loans 
plus a large share of earnings | 
since the end of the war for physi- 
cal expansion and to install cost- 
saving equipment. All considered, | 
the impact of the readjustment | 
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another, showing statistical evid- 
ence of certain fundamentals. 
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the initial stage of the current re- high 
cession. On the other hand there dust 
are certainly others on the list, as of t 
mentioned earlier in our discus- ent | 
sion, that foresee lower earnings pani 
for an indefinite period and could With 
not be expected to maintain boom- thos 
time dividends. Thus careful ex- pani 
amination of pertinent facts is just 
necessary in all cases before form- 1949 


ing final conclusions on dividend! 
policies. 
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For Profit and Income 





(Continued from page 389) 


revenues still rising, despite the 
shrinkage in industrial load, and 
fuel costs down, this is one of the 
very few industries which is 
virtually certain to have higher 
earnings in 1949 than in 1948. 
The profit gain, on an average, 
will probably be between 5% and 
10%. 


Video Note 


A survey in its own territory 
by Detroit Edison indicates that 
in homes having television sets 
the net increase in consumption 
of electricity due directly and in- 
directly to the video set is about 


14%. The top of this consumption 
_is around 9 P.M. Coming after 


the peak utility load, it is nice 
velvet. 


Growth Stocks 


How well to do “growth” stocks 
stand up in a downtrend market? 
The answer is that on an average 
they do so moderately better than 
the industrial average. The latter 


at this writing stands at roughly 


79% of its 1946 bull-market high. 
Comparable percentages are 87% 
for Abbott Laboratories, 92% 


‘for Dow Chemical, 81% for du 


Pont, 126% for Minnesota Min- 
ing & Manufacturing, 77% for 


‘Monsanto Chemical and 82% for 
‘Merck. The appeal in growth 


stocks is not that they resist de- 


‘cline but that from cycle to cycle 
‘they rise more than the market. 


‘Two tricks are involved. First, to 
select a situation where growth 
will really continue in a big way. 
Second, to buy the stock near a 
bear-market bottom. 


In Brief 


Auto production is at a 20-year 
high, which means that the in- 
dustry is fast building itself out 
of the market available at pres- 
ent car prices . . . Finance com- 
panies are in for a good year, 
With earnings likely to better 


in boom- those of 1948... The movie com- 


eful ex- 


panies are fairly well along in ad- 


facts isjustment, with reasonably good 
re form-1949 profits indicated .. . Air 
dividend line profits are showing better 
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than seasonal improvement... 
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Union Oil is now selling on not 
far from a 9% yield basis, yet 
the $2.50 dividend seems reason- 
ably secure. 





Our Economy Under Impact 
of Business Recession 
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of consumer buying in fields in 
which considerable price reduc- 
tion or quality improvement has 
already been accomplished. 

On a broader plane, we must 
also consider the absence of finan- 
cial strain. Money is easy and 
abundant, und will remain so. 
While abundant banking reserves 
may not prevent a contraction of 
bank credit (it has been severe 
since the end of last year with 
business loans dropping $2.5 bil- 
lion below the December 1948 
peak), they do remove the neces- 
sity for contraction which in past 
slumps has often plagued the 
economy. This factor should not 
be underrated. The contraction in 
bank credit to date has been 
mainly voluntary, reflecting in- 
ventory liquidation and a halt in 
business expansion; in the past, 
when it was forced, it usually had 
an ominous snowballing effect. 


Admittedly the consumer atti- 
tude during the next few months 
may be a major factor in shaping 
the more immediate trend. We 
have indicated before that the 
likelihood points to relatively high 
consumer spending. A _ relevent 
point is that such spending has 
been at a relatively low rate in 
relation to income and liquid as- 
sets, and that the ratio of private 
debt to income, though rising, is 
still low by past standards. More 
recently, the trend towards sav- 
ing has been rather pronounced. 


But it is also a matter of record 
that the January-February slump 
in retail sales precipitated the 
widespread effort by business 
generally to reduce inventories. 
The same could happen again. If 
shrinking payrolls, lower farm in- 
come, rising unemployment should 
cause a renewed and marked hesi- 
tation in retail buying, the gen- 
eral business decline could acquire 
more momentum than anticipated, 
and any trend towards inventory 
replenishment might be severely 
stifled. Or, should currency de- 
valuation abroad become general, 
the process may raise expectation 
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The Board of Directors has declared this day 
the following quarterly dividend: 
Common Stock 
No. 59, 183/4¢ per share 
payable on August 15, 1949, to holders of 
record at close of business July 20, 1949. 
Dace Parker 


July 7, 1949 Secretary 














of further decline in domestic 
prices through the effects on com- 
modities important in interna- 
tional trade. This could intensify 
and prolong the price decline be- 
yond currently foreseen limits. 


Barring such developments, it 
is reasonable to assume that with 
the start of the fourth quarter of 
this year, the general outlook will 
have become a good deal better 
defined. It is widely expected that 
by the end of the year, industrial 
production may scrape bottom at 
some 20% below its postwar peak, 
with wholesale prices down about 
15%, and consumer prices and 
disposable income about 8% low- 
er. If this were to be the full ex- 
tent of the recession, it would be 
somewhat more severe than that 
of 1923-24, but far less drastic 
than what we experienced in 
1920-21. 


At this writing, business is still 
drifting down and prospects are 
that the drop will continue even 
though in the meantime certain 
areas of business may move con- 
trary to the main trend. Signs 
of improvement are shaping up in 
certain soft goods but it is ques- 
tionable whether these gains can 
long be held while other seg- 
ments, such as capital goods, are 
in a decline. 


For the moment, the strongest 
stimulus is still coming from the 
motor industry; if automotive ac- 
tivity stays at high levels well 
into fall, as well may be, there is 
little danger of a serious setback 
to the steel industry. Elsewhere 
in fields vital to steel, farm equip- 
ment operations continue at a 
high rate although the normal 
seasonal buying peak has passed. 
Railroad equipment manufactur- 
ers, though faced with rapidly 
shrinking order backlogs, are 
also operating at a fairly high 
rate. To the extent that all this 
supports steel, it will also prove 
a prop for business as a whole. 


Construction activity is doing 
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well. Total expenditures for new 
building in May aggregated over 
$1.5 billion, 15% more than in 
April, and new homes started 
were more than 10% in number 
above April. But a decline in con- 
struction usually takes place dur- 
ing the fall and winter months, 
thus little support can be ex- 
pected from that quarter during 
the latter part of the year. 


Doubtless it is the heavy indus- 
tries which hold the key to future 
business trends; there has never 
been a time in the past when busi- 
ness moved upward while the 
heavy industries were tending 
downward. To date, deflation has 
centered primarily in business 
spending and investment, less so 
in individual spending, pending 
price adjustments. Once price 
levels are firmly established, a 
base will be laid for revival of 
business investment and buying 
that should point to gradual re- 
covery. Viewed from this angle, 
fourth round wage negotiations 
assume heightened importance, 
for they can speed up price ad- 
justment, or prolong price uncer- 
tainties, in vital areas where the 
adjustment process must still run 
its course. 


_ There have been many expres- 
sions of alarm over the speed of 
the recession but there is another 
way of looking at it. If the reces- 
sion is speedy, so are the adjust- 
ments necessary to improvement. 
In some lines, production has 
dropped more than ultimate con- 
sumption, new orders have de- 
clined more than production, and 
the price adjustment has been 
sharp. Textiles, apparel, shoes, 
copper, lead are good examples. 
Wherever this occurs, a market 
position is developing out of 
which must follow an increase in 
sales, all along the line from the 
primary producer to the retailer. 
Even in the steel industry, it 
seems, more of the curtailment is 
behind and less ahead than peo- 
ple expected earlier, and inven- 
tory reduction is well under way. 
The present type of adjustment, 
in other words, provides its own 
brake assuming that it is allowed 
to proceed normally without arti- 
ficial interference. 


But naturally, for some time, 
there will be many cross currents 
since industries are in various 
stages of recession. Some will 
have to get prices down further, 
or curtail further, or both, and 
since all industries are interde- 
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pendent, further declines in some 
areas will affect the recovery of 
others. Hence the fear, for in- 
stance, of a possible secondary 
downturn in soft goods in the 
wake of the decline in capital 


goods industries. Hence doubt 
whether an upswing in textiles or 
a pick-up in lead and copper buy- 
ing that will halt the price drop 
and avert further curtailment, 
can turn a general decline abrupt- 
ly into a new upward movement. 
Still the very speed of adjustment 
may demonstrate sooner than ex- 
pected the recuperative powers of 
business and industry. Any such 
demonstration in important areas 
would doubtless influence senti- 
ment elsewhere, proving a power- 
ful prop to business and consumer 
psychology. 





Further Market Tests Ahead 





(Continued from page 363) 


As stated before, we do not ex- 
pect a serious depression; and we 
see a good chance for the bottom 
in business activity to be reached 
within the forepart of 1950, al- 
though it need hardly be said that 
unpredictable developments could 
alter this projection materially 
either way, the greatest uncertain- 
ties on this score centering in Gov- 
ernment policy, labor settlements 
and foreign events. But with the 
maximum impact of the adjust- 
ment yet to find its way into re- 
ported earnings and dividend 
rates, it would surely be prema- 
ture to regard the market’s June 
lows as lasting. There are further 
downside tests to come. This is not 
the time to expand stockholdings. 
There is, therefore, no change in 
the conservative policy heretofore 
recommended.—Monday, July 11. 





As I See It! 





(Continued from page 361) 


afford, for foreign policy reasons, 
to “let Britain down” will be 
wholly unrealistic. But it must also 
be admitted that there is no pros- 
pect that Britain, and perhaps we 
ourselves, can ride out this crisis 
—which is also a European crisis 
—cheaply or easily ; all the choices 
are painful. But as long as we must 
choose, let’s make the right choice, 
one that promises results in the 
end. 


This means long range planning 
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and action. On Britain’s part if 
means early action on the mone 
tary and productivity front to pre 
vent further deterioration of he} 
position. Generally it means thé 
working out of a program looking 
towards restoration of free ani} 
expanding world trade, that is @ 
return to genuine free markets by 
bringing key currencies togethe 
at a rate where they can be stabil 
ized and made convertible. Th: 
latter is the real key to world rej, 
covery and stability. If we canno ;,,, 
achieve it, the free world will be 
come divided into closed trade sys fo, 
tems which ultimately will all suf ome 
fer and become more vulnerable t 
instability if not disorder. 
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It was Abraham Lincoln who saijjate” 
that the patent system adds fuel of it Mai 
terest to the fire of genius. The lout he 


By Harry Aubrey Toulmin, Jr. 


road'to our American success has betiippo, 
paved with patents that have markelshoy 
the contributions which have made posthis 
sible our expanding civilization arid ip 

creasingly higher standards of living|2. | 


Patents are granted for the purpos 
of encouraging invention; but the mJ 
mass of literature makes it difficult fijials 
either the layman or the profession# 
man to get a clear, over-all view 





the subject. There has long been an 
gent need for a book dealing with tl 
essentials of patent law, professional] gic 
accurate, yet simple enough to ma lly 
it a practical book of reference f#§ Wé 
busy people. This volume fulfills suf 
a need. Even lawyers of long expe™ 
ence in the patent law will find it us# 
ful, since it will considerably shorté 
their labor in investigations. The bod 
is of particular importance to the laf | 
man, since it shows him what to @ 
with his patent property before he com é 
mits himself to a disastrous course ¢ 
action. Well written, thorough and col 12 
prehensive, with profuse illustratiom 
etc., tif 


book should prove particularly valualf Cor 
onc 


charts, forms, references, 
not only to the inventor but also to th 


businessman, engineer, and executive) ine 


D. Van Nostrand Company , 
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3. Programs Fitted to Your Needs 
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ticipate pronounced market weakness or strength. Sound 

selection and proper timing key- 
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Have The Forecast Serve You 


.-.in Safeguarding Your Capital 
and Income Now 


.-.in Building Dynamic Profits 
as The Turn Comes 


The specialized service of The Forecast can 
be of the greatest value to you in bulwarking 
your investment position to weather the 
crucial phases of adjustment just ahead .. . 
in taking advantage of the coming cyclical 
turn and the outstanding profit opportunities 
to be open in greatly underpriced situations. 


4. Continuous Consultation 


You are welcome to consult us 
. . + by mail or by wire... on 
securities in which you are in- 
terested . . . as many as 12 at 
a time ... to place and main- 
tain your portfolio on a sound 
basis. We will advise you what 
to hold ... switch . . . or close 
out. ¢ 





A Plus Service . . . These con- 








sultation privileges alone can be 





Proven Earning 


look. 


cast Service... 


today. 


worth hundreds and thousands of 


dollars to you in concentrating in profit leaders . . . in 
stable investment situations . . . in avoiding laggards... 
in keeping your position adjusted to the market’s out- 


Enroll NOW for the protection and advantages of Fore- 
. especially under today’s conditions, At 
this time, you also have the advantage of our Special 
Offer of Free Service to August 15. Mail the coupon below 
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I enclose (1) $60 for 6 months’ subscription; [) $100 for a year’s subscription. 
(Service to start at once but date from August 15, 1949) 
SPECIAL MAIL SERVICE ON BULLETINS 


Air Mail: 1 $1.00 six months; [9 

one year in U. S. and Canada. 

Special Delivery: 0) $4.00 
$8.00 one year. 


$2.00 


six months; 
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( Telegraph me collect in anticipation of 
important market turning points ... when 
to buy and when to sell . . . when to ex- 
pand or contract my position. 
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Your subscription shall not be assigned at 
any time without your consent. 


List up to 12 of your securities for our 
initial analytical and advisory report. 
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THE HOOVER COMMISSION 
REPORT on Organization of the 
Executive Branch of 

the Government 


Printed as a tool for the use of citi- 
zens, legislators, and Government offi- 
cials, this book shows how the Hoover 
Commission has set up the model of a 
streamlined modern Government and 
how this model can be used in a forward 
move to lasting good government in 
America. 

The Executive Branch under Mr. 
Hoover cost 4 billion dollars a year to 
operate and employed 600,000 persons. 
Today, it requires an annual budget of 
42 billion dollars and employs 2,100,000 
persons in an intricate structure of 
1,816 assorted departments, bureaus, 
sections, divisions. Manifestly, no Presi- 
dent can carry the responsibility for per- 
sonal direction of this establishment and 
have any time left for the broader duties 
of his office. 


Accordingly, in an effort to organize 
the Executive Branch of the Govern- 
ment, the Hoover Commission was cre- 
ated by unanimous vote of the Congress 
in July, 1947. The Lodge-Brown Act, 
which brought it into being, conceived of 
its mission on the highest possible plane. 
The Commission was bi-partisan, with 
six members from each party. The 
choice of Mr. Hoover as Commission 
Chairman was an inspired one. Always 
rated among the ablest administrators 
of all time, he alone knew intimately the 
problems which confront President 
Truman. 

The Hoover Commission made a char- 
acteristically thorough approach to its 
mighty task. It began by defining some 
24 of the principal problems of govern- 
ment and management. Having thus cut 
its cloth, it created special research 
committees called “task forces.” These 
comprised some of the most eminent 
specialists available in each field. After 
periods of 10 to 14 months, these task 
forces returned to the Commission with 
their findings. 

The result was the most imposing col- 
lection of facts, figures, and opinion on 
government that has ever been assembled 
.-. some 2,500,000 words of basic data 
of the most valuable sort. From this 
massive bulk that Commission carved 
out its model of a streamlined, modern 
Government. 

Herbert Hoover and his associates 
have presented the American people 
with a blueprint for good government. 
This is of the utmost significance, since, 
as a people, we have reached the point 
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at which the size and cost of govern- 
ment can easily impair the effectiveness 
of our economy and lower our standards 
of living. 

This one-volume edition, presenting 
the essence of the Commission’s findings, 
fills the need for a single volume which 
quickly answers the question: “What 
did the Commission do?” 

McGraw-Hill Book Co., Inc. $3.75 


GUIDEPOSTS IN TIME OF CHANGE 

In this book one of the most brilliant 
economists of our generation considers, 
from the standpoint of economics, a 
problem that looms large with all 
thoughtful Americans: the totalitarian 
threat to our economic and political sys- 
tem. How is this threat to be countered 
both in our domestic and international 
policy? 

In offering an answer to that critical 
question, Professor Clark first defines 
the objectives of our economy, making 
clear that our own goals are to be pre- 
ferred over those of an authoritarian 
society. He then examines three basic 
problems which he believes require a 
fresh approach if the American econ- 
omy is to flourish and disprove the 
criticism from the Left. These pivotal 
points are: the problem of spending in 
order to maintain high-level demand, the 
assuring of a flexible and effective cost 
and price structure, and the issues of 
colective bargaining and wage levels. 
Finally, the book provides an illuminat- 
ing discussion of the shifting balances 
between groups in our economy, and to- 
day’s “uncommon requirements for the 
common man.” 

John Maurice Clark is Professor of 
Economics at Columbia University, and 
author of Social Control of Business, 
Costs of World War to the American 
People, Alternative to Serfdom, ete. 
Harper & Brothers $3.00 


GOVERNMENT FINANCING 
OF PRIVATE ENTERPRISE 
By Douglas R. Fuller 


Small businessmen are continually 
faced with the problem of financing. 
Here is an analysis of the problem with 
a set of proposed solutions that will be 
of vital interest to every businessman, 
banker, and economist. 

Inadequate sources of capital, both 
equity and long-term loan capital, con- 
stitute gaps in private financing of small 
business. To what extent is government 
financing desirable in filling these and 
other gaps in private financing? 

In answering this question, Mr. Fuller 
appraises past financing experiments 


under both wartime and peacetime con- 
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ditions. He gives a detailed account of 
the Reconstruction Finance Corpora- 
tion’s loans to business, the wartime 
guaranteed loan program, and the de- 
velopment of private financing. 


The book is at once a history and a 
systematic appraisal of public financing 
of private enterprise in America. In his 
final chapters the author draws careful 
conclusions and presents well-qualified 
suggestions for future government fi- 
nancing within the framework of our 
free economic system. 

Mr. Fuller is at present second vice- 
president of the Northern Trust Com- 
pany. His wide financing experience in- 
cludes a wartime stretch with the United 
States Navy. 
Stanford University Press $3.00 


THE ECONOMICS OF ILLUSION 
By L. Albert Hahn 


This volume brings together Dr. 
Hahn’s numerous articles concerning a 
wide variety of subjects, from his ob- 
servations in Germany where he was 
a professor and practical banker to his 
penetrating comments on the American 
economy. Since he was a Keynesian 
before Keynes, the author is in an ex- 
cellent position to debunk all such doc- 
trines. He has presented a valid criti- 
cism of Keynesian theories which must 
be met and answered by economists be- 
fore they can espouse Keynesianism 
any further. This volume should help 
restore a badly needed balance in eco- 
nomic analysis. Every person concerned 
by economic stability and a high level 
of employment should read it. 
Squier Publishing Co. $4.00 


MATHEMATICS OF INVESTMENT 
By Walter Lee Porter 


The student or business man who 
sometimes has become confused by the 
large number of complicated special 
formulas used in mathematics of fi- 
nance will find this book particularly 
useful. In the broad field of finance it 
presents only a minimum number of 
formulas. It lays particular emphasis 
upon the analysis of a given problem 
and upon the adaptation of its data to 
a general rather than to a special prob- 
lem. Thus, the solution of each problem 
involves more reasoning and less mere 
manipulation. 


In order that the reader may know 
precisely the meaning of each term 
used, thé text gives numerous explicit 
definitions. Among the subjects cov- 
ered are Simple Interest, Compound In- 
terest, Annuities, Discharge of Debts, 
Bonds, Depreciation, Capitalized Costs, 
Probabilities, Life Insurance, etc. Com: 
prehensive and voluminous tables rouné 
out this short but excellent text. 
Prentice-Hall $3.80 
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America’s amazing Underground— 
how it works for you 


HERE are enough miles of oil and 

natural gas pipe lines in the U.S.A. 
to circle the world at the equator 16 
times! 

How come? Crude oil pipe lines 
amount to 140,000 miles. Add an extra 
20,000 miles of oil products pipe lines. 
And natural gas pipe lines alone mea- 
sure 242,000 miles. This whole under- 
ground network makes a_ whopping 
total of 402,000 miles. 

The mere existence of 402,000 miles 
of pipe lines gives you a notion of their 
importance. They’ve had a lot to do 
with making the benefits of gasoline, 
fuel oil and oil products readily avail- 
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CORPORATION 


UNITED STATES 
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able to all of us, wherever we live. . . 
they've brought gas heating to many 
parts of the country. They are vital to 
national defense. And pipe-line serv- 
ice is growing. Last year 14,821 more 
miles were placed in operation. 

New pipe lines take steel pipe . 
steel pipe takes steel. That’s one place 
where steel is going for the good of 
America. But steel is needed in plenty 
of other places, too. 

Steel to provide new housing, railroad 
equipment, farm machinery, cars, trucks. 
Steel to build new highways, bridges, 
flood control dams, sewage disposal 
plants and other community improve- 


SUBSIDIARIES 


STEEL 


ments. Steel for national defense. 

United States Steel plants have been 
running at capacity, breaking produc- 
tion records to help fill these and other 
needs. On top of that tremendous pro- 
duction, United States Steel is cur- 
rently adding 900 million dollars worth 
of new facilities and improvements— 
now almost completed. 

Helping to build a better America is 
the number-one job at United States 
Steel. 


This label is your guide to quality Steel. 
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